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SMALL-OFFICE book-keeping machines 


Low-cost multi-purpose models 
designed to meet the accounting 
requirements of smaller businesses 
and “‘sub”’ departments. 





The rame that earned its fame 
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M. HUBERT ANSIAUX 


who last month became governor of the National Bank of Belgium 


on the retirement of M. Maurice Frere 
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A Financial Notebook 





The Exchange Turmoil 


THE turmoil in the exchange markets 
last month rose to a new pitch, 
involving severe strains on sterling 
and the reserves. But this is in no 
sense fundamentally a sterling crisis; 
the crisis is in the whole existing pat- 
tern of exchange rate relationships, 
most especially between the German 
mark and other currencies. The 
complex considerations involved are 
fully dealt with in this issue in a 
special group of three articles. The 
first surveys the nature of the pres- 
sures and the solutions that are 
being urged; the second paints in 
some of the long-range background, 
focusing on a recent study of how 
far there is a danger of a general 
scarcity of dollars—and what can be 
done to avoid it. The third article 
gives the German view of the dis- 
equilibrium—a facet essential to an 
understanding of present practical 
possibilities. 


World’s Dearer Money 


The impact of the exchange moves 
and uncertainties was quickly trans- 
mitted to the financial markets in 
London and overseas centres. On 
the morrow of the French measures 
the Bank of France raised its dis- 
count rate from 4 to 5 per cent 
(following the increase from 3 per 
cent in April); and at the end of the 
week the Netherlands Bank moved 
to check the speculation against the 
guilder by raising its Bank rate from 


44 to 5 per cent—this being the 
second increase within one month. 
In London the discount market had 
already been influenced by the earlier 
rise in overseas Bank rates, most 
notably that from 3 to 34 per cent 
in the United States (discussed ,in 
our regular review on page 604). 

The intensification of the pressure 
on sterling induced a further rise in 
the London Treasury bill rate, to 
nearly 474; per cent on August 23— 
marking a rise of nearly } per cent 
in a fortnight, but still more than 
1 per cent below Bank rate. There 
is plainly room for a further rise 
now that the hopes of a Bank rate 
reduction have been decisively punc- 
tured. 

The rise in the bill rate (and also 
a technical factor, explained over- 
leaf) contributed to a _ renewed 
weakening of gilt-edged, following 
the small rally from the long depres- 
sion produced by the market’s infla- 
tion fears. ‘The equity markets have 
remained dull, grappling uncertainly 
with the combined implications of 
the exchange pressures, the fall in 
Wall Street and the strengthening 
of the Communist grip in Syria. 


Using the Reserves 


In reiterating their decision to 
make no change in either the sterling 
parity or in the official dealing 
margins, the exchange authorities 
have intimated that they are fully 
prepared to defend the existing 
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arrangements by using the reserves. 
There can be little doubt about the 
adequacy of the reserves for the 
purpose. The official holding of 
$2,367 millions at end-July (there 
was a fall of $14 millions in the 
month, more than accounted for by 
the EPU settlement) is backed by 
the $1,238 millions of dollar credits 
from the International Monetary 
Fund and the Export-Import Bank, 
which can be drawn at any time. 

The speculative drain is being felt 
at the height of the adverse com- 
mercial pressures; and the reserves in 
August were burdened also by the 
payment of $38 millions to the 
European Payments Union in settle- 
ment of the large July deficit of £18 
millions, as well as by the regular 
instalments of $3 millions to indi- 
vidual EPU creditors on funded 
debt. Last month, moreover, Britain 
paid £7.5 millions ($21 millions) as 
an annual instalment on the EPU 
debt to Germany; this had previ- 
ously been offset against the German 
Government’s payments on its post- 
war credit from Britain, ten of which 
are now to be prepaid in a lump 
sum of {75 millions. The German 
central bank’s accumulation of ster- 
ling for this purpose began in July, 
and may have continued last month; 
the payment is expected to be com- 
pleted by end-September. 


Fillip for Free Trade 


The British Government has given 
an encouraging sign of the import- 
ance it attaches to the success of the 
scheme for a European free trade 
area. Mr Reginald Maudling, at 
present Paymaster- General and 


spokesman in the Commons for the 
Ministry of Power, who made his 
mark a few years ago as an energetic 
junior minister at the Treasury, has 
been given the special function of 
supervising and co-ordinating the 
preparations for the ministerial nego- 
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tiations due in Paris in the second 
half of next month. He will seek 
to crystallize and reconcile con- 
flicting viewpoints of Government 
departments, and he will report 
directly to the Prime Minister. This 
is a good augury for the lifting of 
the free trade scheme from the 
morass into which it has recently 
seemed in danger of sinking. 

The major conflicts that seem 
likely to arise in the Paris negotia- 
tions are the treatment of agriculture 
(on which Britain remains protec- 
tionist) and of goods imported from 
outside the area (a technical question 
with important policy implications, 
on which Britain, joined by Ger- 
many, takes a liberal stand). Finally, 
Britain and perhaps the Scandi- 
navian countries are likely to resist 
the extension to the free trade area 
of the common market institutions, 
preferring to work simply through 
OEEC. But probably overshadowing 
all these considerations will be the 
practical question of the use of 
escape clauses, in which France in 
its economic plight is making an 
unfortunate start. 


Bond Washing Cleaned Up 


A contributory influence in the 
sag in gilt-edged prices in the middle 
of last month was the sudden curb 
on the increasingly widespread prac- 


, 


tice known as “bond washing ’”’; 


* this seems likely to involve a signi- 


ficant loss of gilt-edged business. 
The Stock Exchange Council in- 
formed gilt-edged jobbers, and 
brokers generally, that the operations 
will be regarded as unbecoming 
conduct, a phrase which points at 
the least to censure of any offender 
and at the worst to expulsion. ‘The 
notice has provoked a_ strongly 
worded protest to the Council from 
one at least of the gilt-edged jobbers. 

In its simplest form bond washing 
consists of the sale of a block of 














stock cum interest and its repur- 
chase, not necessarily at the same 
instant and not necessarily with the 
same jobber, ex-interest; so that the 
principal (presumably a fund liable 
to a high rate of tax) in effect sells 
the half-yearly interest coupon and 
makes a small capital profit, worth 
more to him than the residual of the 
interest after tax. The other party 
to the deal has in effect bought the 
half-year’s interest. He is a “ gross 
fund” and his profit comes from 
the refund of the deducted tax. 

The jobber himself is a buyer of 
that sort. He may be paying a high 
rate of surtax in a good year, but he 
is assessed on the whole profit of his 
business, and for his jobbing book 
he can offset purchases of dividends 
against sales. Alternatively, he can 
sell the interest coupon on (by re- 
selling the stock cum interest and 
buying back ex-interest) to some 
appropriate fund. ‘The pensions 
funds, not heavily taxed, or the 
life funds of the insurance offices, 
taxed at 7s 6d in the pound, may 
be interested. Foreign banks in 
London are also suspected bond 
washers. But the discount market 
this time seems exempt, as bond 
washing in short-dated bonds was 
effectively stopped about a year 
ago, by ending for these bonds the 
option of dealing either cum interest 
or ex-interest in the three-week 
period before they become ex- 
interest automatically. 

Probably neither the Stock Ex- 
change Council nor the Inland 
Revenue Department would have 
moved thus drastically to stop bond 
washing if it had involved merely 
the sale of net interest coupons by 
those liable to the standard rate or 
more to others who could claim a 
tax refund. What has upset them is 
that the trick can be played with 
borrowed stock. It was noticed that 
the volume of stock borrowed used 


to rise sharply on the approach of 
the three-week period: the implica- 
tion is that claims for tax refunds 
have been created by the process of 
putting the same borrowed stock 
through the laundry again and again, 
each pair of operations creating an 
interest certificate for tax rebate. 
The suspicion of the revenue auth- 
orities is that the losses have been 
heavy. 

The Stock Exchange Council has 
now, in agreement with the Inland 
Revenue, produced a new rule. The 
washing of a bond by a genuine 
holder of at least one month’s stand- 
ing will still be possible. But the 
use of borrowed stock and the match- 
ing of bear sales and bull purchases 
for washing purposes will be stopped. 
To go further, a new form of tax 
deduction certificate and _ possibly 
new legislation would be needed. 


The Independent Council 


In announcing the Government’s 
decision at the end of July to set up 
the council on Prices, Productivity 
and Incomes the Chancellor did 
little to clarify the role, except that 
of public relations officer on inflation, 
that the council is expected to play 
in economic policy. The subsequent 
announcement of the council’s mem- 
bership did, however, give good 
promise that this task at least will 
be well done. ‘The members are 
not, as was expected at first, repre- 
sentatives of “‘ interests’; this is a 
truly independent body. ‘The chair- 
man is Lord Cohen, a Lord of 
Appeal, who preceded Lord Rad- 
cliffe as chairman of the Royal 
Commission on ‘Taxation, and was 
chairman of the committee that 
laid the ground for the 1948 Com- 
panies Act; his colleagues are Sir 
Dennis Robertson and Sir Harold 
Howitt. 

Sir Dennis, long the doyen of 
Britain’s academic economists, is now 
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retiring from the chair of Political 
Economy at Cambridge (he is suc- 
ceeded there by Professor James 
Meade). One may trust that Sir 
Dennis will apply to the pronounce- 
ments of the council that rare blend 
of wisdom and wit that has so 
delightfully distinguished his writ- 
ings and his oral performances. Sir 
Harold Howitt, an accountant with 
a long record of public service, was 
a member of the 1954 courts of 
inquiry into the engineering and 
shipbuilding disputes and is now 
engaged in producing a report on 
the purchasing policy of the British 
Transport Commission prompted by 
allegations by a former officer of 
inefficiency. 

The council is to report direct to 
the public. Its terms of reference 
are: 

Having regard to the desirability of 
full employment and increasing stan- 
dards of life based on expanding 
production and reasonable stability 
of prices to keep under review 
changes in prices, productivity and 
the level of incomes (including wages, 
salaries and profits) and to report 
thereon from time to time. 


The Chancellor has emphasized that 
the council will be free to comment 
on “ general problems ”’ within the 
terms of reference—in other words, 
on virtually any facet of Britain’s' 
central economic problem. 


» 


Last Capital Scheme 


The Midland Bank, the last of 
the ‘‘ Big Seven ’”’ to streamline its 
capital, announced its proposed 
scheme at the end of July. The 
move completes an_ exceptionally 
important round of improvements 
in the bank share market. Within 


less than twelve months, the six 
banks other than Barclays (which 
undertook its capital simplification 
as long ago as 1953) have cancelled 
the uncalled liability on their shares; 
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unified different classes of capital 
into a single equity (this with the 
exception of the Westminster, which 
already had a single class capital); 
split shares into lower units; and 
foreshadowed increased distributions. 

The Midland’s scheme follows 
the general pattern. The present 
capital is in three tiers, comprising 
two classes of fully-paid shares-— 
£3.18 millions of {1 units and £4.8 
millions of £2 10s—together with 
{7.2 millions paid in a class of £12 
shares, {2 10s paid, with {7 of the 
reserve liability callable only on 
liquidation. ‘The whole capital is 
now to be consolidated into one 
class of {1 shares; the uncalled 
liability will be eliminated; and 
£997,089 will be distributed from 
the share premium account in a 
bonus issue, raising the total capital 
from £15,158,621 to £16,155,709. 
To maintain published reserves equal 
to capital, it is proposed to transfer 
£1,994,176 from inner reserves. 

The bonus issue will be distributed 
among the three classes of shares in 
relation to their market prices (aver- 
aged over the last 2? years), which 
have reflected the better market- 
ability of the fully-paid shares, and 
particularly the £1 shares—a dif- 
ferential that will now disappear. 
In proportion to paid-in capital, the 
issue for holders of the £12 shares 
is to be, effectively, one for twenty, 
for the £2 10s shares one for fifteen 
and for the {1 shares one for ten. 

The new shares will rank for the 
final dividend. ‘The directors state 
that they expect to maintain this at 
9 per cent; a dividend of 18 per cent 
for 1956 would thus be equivalent 
to an effective rate on the old £12, 
£2 10s and {1 shares respectively of 
18.4 per cent, 18.6 per cent and 18.9 
per cent. A full year’s payment on 
the new capital of 18 per cent would 
be equivalent to 18.8, 19.2 and 19.8 
per cent respectively. 











tal 





Britain’s Commonwealth 
Contribution 


The main burden of the white 
paper on Britain’s rdle in Common- 
wealth Development is to recall the 
channels and (with new estimates) 
the extent of Britain’s contribution 
in past years; and to reiterate the 
over-riding limitation on that contri- 
bution—the strength of sterling, 
dependent on the economic policies 
of Britain and overseas members. 
The nearest the white paper comes 
to a new statement of policy is to 
clarify the role of the Colonial 
Development Corporation in former 
colonial territories that have become 
independent. ‘The corporation will 
be able to continue existing projects, 
if necessary providing further capital; 
and its managerial experience will be 
freely available. But Government- 
to-Government lending is not con- 
sidered the appropriate normal means 
of aiding independent countries. 

The main emphasis is rather on 
technical assistance (including assist- 
ance in the nuclear field, on which 
the white paper lays considerable 
weight) and on private investment. 
Since 1952 the net outflow of private 
long-term capital from Britain to the 


sterling Commonwealth has averaged 
“‘ well over”? £100 millions a year; 
in addition, direct investment in 
Canada averaged slightly more than 
£30 millions in 1953-56. Including 
Government aid, Britain’s total in- 
vestment in the sterling Common- 
wealth has averaged £150 millions 
a year between 1953 and 1956, of 
which £25 millions has been in out- 
right grants. ‘This effort has taken 
up about 1} per cent of the gross 
national product, or 8 per cent of 
gross domestic investment. In the 
ten years 1946-55, it has been esti- 
mated unofficially that Britain pro- 
vided 70 per cent of total external 
investment in the sterling countries 
of the Commonwealth; the United 
States provided 15 per cent and the 
World Bank 10 per cent. 


Credit Expansion Persists 


The statements of the clearing 
banks for their July make-up con- 
firm that the bulk, and perhaps the 
whole, of the very large increase in 
advances shown for the six weeks to 
end-June reflected merely the ab- 
normal swelling of the half-yearly 
figure by extraneous items: in the 
two full months from mid-May, 








BAN OF MONTREAL 


Incorporated in Canada with Limited Liability 


Head Office: Montreal 


Total Assets Exceed $2,700,000,000 


Financial Agents of the Government of Canada in London 


With over 700 Branches spread across Canada, and offices in Paris, 
New York, Chicago and San Francisco, the Bank is in a position to offer 


unsurpassed facilities for every type of Banking Business. 


London Offices: 47 THREADNEEDLE STREET, E.C.2 
9 WATERLOO PLACE, S.W.|! 














advances fell on balance by £63 
millions, and virtually the whole of 
this was attributable to borrowers 
other than the State boards. At 
£1,941 millions their advances are 
only just above their level at mid- 
March—but they are up by £109 
millions on the year. 

Moreover, the trend of total bank 
credit is still rising disturbingly. In 
July, despite the exceptionally large 
fall in advances, net deposits rose by 
£53 millions, compared with {17 
millions a year before, bringing the 
rise since mid-May to {£237 millions, 
compared with {£127 millions in the 
same two months of 1956 and {54 
millions in 1955. ‘The banks’ liquid 


July 17, Change on 
1957 Month Year 
{mn {mn {mn 
Deposits... 6501.2 + 11.3 +263.1 
“‘Net’’ Dep* 6216.5 + 53.0 +228.6 
Liquid Gt 
Assets 2305. 0 (35. 5) -+-138.5 +159.0 
Cash .. 540.0 (8.3) + 22.9 + 31.5 
Call Money 433.8 (6.7) - 12.4 + 6.5 
Treas Bills 1167.4(17.9) + 112.6 + 70.4 
Other Bills 163.8 (2.5) + 15.4 50.6 
‘c Risk 99 
Assets 3989.8 (61.4) — 78.8 67.0 
Investments 1997.8 (30.7) ~- 9.1 +4+- 4.9 
Advances... 1991.9 (30.6) -— 87.9 4- 62.1 
State Bds 51.0 - 65 - 47,2 
All other 1940.9 — 81.4 +109.3 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


assets rose in the two and a half 
weeks by no less than £1384 millions, 
compared with £37 millions in 1956. 
Some {154 millions of the rise was in 
commercial bills (which at £164 mil- 
lions are up by £51 millions on the year 
and at their highest level since 1952). 
For the rest, the expansion marks 
increased new borrowing by the 
Government sector. Bank liquidity 





in July was thus raised sharply, on 
average from 33.4 to 35.5 per cent. 
In recent weeks, however, bank 
deposits and liquidity must have 
come under pressure from the con- 
siderable outflow of exchange. 


National Institute’s 
New Venture 


A serious gap in analysis of 
economic trends in Britain is to be 
filled by the National Institute of 
Economic and Social Research. The 
Institute, under its new director 
Mr Christopher Saunders, released 
by the Central Statistical Office, is to 
supplement its present long range 
research into problems of practical 
interest by taking on the functions 
of a Konjunktur institute. A special 
team of economists and statisticians 
is being built up to undertake con- 
tinuous analysis of the economic 
scene, with a special eye on indica- 
tions of future trends. The results 
will be published regularly, prob- 
ably monthly, and will be intended 
primarily for business men rather 
than academic economists. The team 
will naturally rely largely on official 
statistics, but where appropriate it 
may compile new information. The 
Institute is also to extend its re- 
search projects. 

The new ventures are being 
financed with the aid of a grant of 
£100,000 over the next five years 
from the Ford Foundation. The 
Institute, which has no permanent 
source of income, estimates that its 
programme will demand a further 
£20,000 a year. It hopes that its 
new service will help it to raise this 
from industry. 


eS 


THE BANKER: ANNUAL SUBSCRIPTION RATES 


In consequence of an increase in postal charges, The Banker has been obliged to raise 
rates on subscriptions taken out from this month to 34s 6d for overseas readers and 36s 
for readers in the United Kingdom and Ireland. The price of single copies remains 


at its pre-war level of 2s 
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A New Deal ? 


HE fundamental reappraisal of the pattern of exchange rates and 

of the international payments mechanism has begun well in 

advance of this month’s meeting of the International Monetary 
Fund on which world attention has been focused for signs of action. 
The barely veiled devaluation effected by France, involving a disturbing 
recourse to multiple exchange practices, precipitated the most important 
event that was confidently expected of the Washington meeting: the open 
devaluation of the franc, which quickly took place in the exchange markets 
although not in the books of the Bank of France. But the German elections 
on September 15 were virtually bound to postpone action on the event 
next in the list of probabilities: the upvaluation of the deutschemark. The 
unilateral adjustment by France accordingly threw the exchange markets 
into ferment. 

The dominant movement has been an intensification of the already very 
large bull account in the D-mark, at the expense mainly of sterling, and 
also of the Dutch guilder. Considerable official support for sterling has 
been needed against the mark, and in the forward market the discount on 
three months’ sterling has widened considerably; at one point it reached the 
equivalent of an annual interest rate on the spot D-mark of no less than 
15 per cent, but fell back to about half this level after the German 
Government’s denial of any intention of revaluation. Part of this 
narrowing, and of that in the forward discount against the dollar (which at 
its peak was much smaller than against the mark) appears to have been 
due to official intervention. But the pressure from the dollar eased 
noticeably after the Treasury’s uncompromising rejection of devaluation 
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and of any other change affecting the sterling exchange rate; the spot rate 
on New York, apparently without support, rose momentarily to $2.78}. 
This improvement was attributable also to the tightening of the Bank of 
England’s grip on loans by London banks to non-residents, increasing the 
dificulty and cost of extending forward bear positions. 

The new strain on sterling set off by the French move and expectation 
of an early German move, occurring at the peak phase of seasonal com- 
mercial payments, was at first augmented by limited bear covering of franc 
accounts; subsequently it reflected the new doubts about sterling’s own 
future. No informed observer now expects a change in the sterling parity. 
Britain’s payments surplus has held up far better than was expected at the 
onset of the Suez disturbances—the Chancellor of the Exchequer revealed 
late in July that in the twelve months to end-June there was a surplus 
of £125 millions “or more,” denoting a surplus in January-June of over 
£45 millions. 

The speculative pressure on the reserves is attributable on the one hand 
to doubts about domestic policy and on the other to the flight into the mark. 
In contrast with both France and Germany, Britain has no disequilibrium 
in its current payments for which adjustment of exchange rates is the 
appropriate remedy. But Germany’s reluctance to make the change, and 
its refusal to consider any adjustment unaccompanied by elimination of 
what it considers to be the other disturbances and artificialities in Europe’s 
exchanges, has induced it to revive the demand for greater flexibility in 
official exchange rate margins—and indeed for a wholesale reform of the 
European payments mechanism. Such issues cannot long remain unre- 
solved; the tension in the exchange markets reflects the expectation 
that, at the latest, the IMF meeting will be the point of decision. Sterling 
is badly in need of a decision that is seen to be final and effective. The 
bear account against it, built up for over two years, has now reached massive 
proportions: the beneficial effects for Britain’s reserves of the closing of the 
speculative positions in pound and mark will be very large indeed. Some 
striking official German estimates of the réle of speculative funds in the 
exchange inflow are given on page 609. 

The problem before the IMF is nothing less than the threatened break- 
down of the payments system in Western Europe at a moment when, on 
the eve of the move into the arrangements for freer trade, there is an especial 
need for smooth payments and, in consequence, for realism in the prevailing 
rates of exchange. ‘The cumulative deficits incurred by France with the 
European Payments Union and the still larger surpluses accumulated by 
Germany have for some time provided unmistakable danger signals of the 
prevailing strains on European payments—strains for which the mechanism 
of EPU was never intended. Its automatic credit facilities and settlements 
at rigid parities have served Europe remarkably well over the past seven 
years—a much longer period than the most devoted proponent of EPU was 
prepared to envisage for it when it was being formed. But it is now being 
questioned whether EPU is the best payments mechanism for Europe to 
take with it into the common market and the free trade area. 
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In the first place the Union is now clogged with the accumulation of 
unmanageable surpluses and deficits. At its latest renewal Germany was 
called upon not merely to extend its supplemental quotas or rallonges, but 
to extend them without limits; while the supplemental credit facility of 
$50 millions granted to France was exhausted last month. Furthermore, 
EPU is a credit and settlements mechanism designed for countries operating 
uniform rates of exchange. It will be sorely tried by the confused devalua- 
tion and resort to multiple rates of exchange now undertaken by France. 
Hence Germany has taken the lead in pressing for the early implementation 
of the European Monetary Agreement, the scheme hammered out more than 
two years ago to replace EPU by a régime of convertible currencies. ‘This 
proposal has been ill-received at the British Treasury. But it has to be 
considered in the light of the practical possibilities in European exchange 
arrangements; and these have been sadly compromised by the attitudes 
that have been struck in the long mutual recriminations on the international 
responsibility for the emerging exchange crisis. 


I—The French Sparking Point 


The French action last month provided a climax, or perhaps a breaking 
point, in this sorry phase of international currency relations. Over the 
second week-end of the month M. Felix Gaillard, the young finance minister 
who inthe preceding weeks had attracted attention by his firm stand on 
cuts in budget estimates, announced his exchange measures, expected in 
their effect but unexpected in their form. All French exports would 
receive a subsidy of 20 per cent (in place of the former multifarious sub- 
sidies sometimes approaching that figure); French imports, other than 
essential raw materials accounting for nearly two-fifths of total imports, 
would bear a special 20 per cent tax (in place of previous taxes of up to 
15 per cent on a more limited range of imports); and for tourist transactions 
both inward and outward the franc would be depreciated by 20 per cent, 
giving a rate of 1,176 to the pound. 

These steps had received the sanction of the International Monetary 
Fund—possibly on a temporary basis pending full devaluation, though 
M. Gaillard promptly declaimed that his measures were permanent. But 
they proved unworkable for international exchange markets; and after a 
standstill of several hours the Bank of England led the way by changing 
the mean of the spread of rates at which it would deal in French francs to 
1,176 francs to the pound; for all transactions save those in essential imports 
this corresponded to the effective rates on dealings in Paris. But it 1s a 
parity 20 per cent lower than that which still stands on the books of the 
IMF—though France is not affording itself the luxury of requesting that 
holdings of francs in the EPU settlement should be converted at 980. 

The reasons that led the French authorities to decide on “ devaluation 
without using the word” were, of course, primarily psychological. An 
open admission that the exchange value of the franc had been lowered 
would immediately have led to increases in prices in France and, soon after- 
wards, to demands for higher wages. In fact the barely disguised move 
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seems unlikely to prevent a similar reaction; though the direct effect on the 
price level is mitigated by the special rate for essential imports. 

Devaluation, of course, is notoriously dangerous before internal finances 
are placed on a sound footing; and even after M. Gaillard’s heroic cuts of 
Frs 600,000 millions, the total deficit in the 1958 budget estimates—before 
approval by the Assembly—is still Frs 830,000 millions. This is only just 
below the huge deficit expected this year. On current account, the estimated 
deficit is Frs 363 billions, compared with an expected Frs 490 billions 
for 1957. Itis reassuring, therefore, that the French authorities have backed 
the exchange moves by monetary measures. The Bank of France imme- 
diately raised its discount rate from 4 to 5 per cent, following the increase 
from 3 per cent in April. But more must be done if inflation is to be 
checked, and the necessary strength built up for a removal of the special im- 
port quotas and other protective devices which are casting an ominous shadow 
over Europe’s free trade schemes. Little confidence can be inspired by 
the general price freeze and the reinforcing of penalties for overcharging. 
These are symptoms of failure rather than acts of remedial policy. 


IlI—Revaluation: the German Case Answered 


But no lasting equilibrium in Europe’s economy and exchanges can be 
achieved without action from Germany. All the evidence points irrefutably 
to the present under-valuation of the mark. Little by little, the German 
authorities are being brought to the point of recognizing this truism; but 
they are still reluctant to act on it. Dr Erhard last month—before the 
denial by a Cabinet spokesman at the height of the rumours—went no further 
than repeating that revaluation could be considered only as part of a con- 
certed readjustment of international exchange rates. ‘The objection of the 
German authorities to a unilateral move—besides that of the book loss in 
terms of marks on their gold and dollar holdings, an objection that is 
difficult to take seriously—is their contention that the mark is not under- 
valued against the dollar or, indeed, against the strong European currencies 
such as the Swiss and Belgian francs. ‘They base this on the grounds that 
Germany’s payments with these mqnetary areas are not in surplus. This 
reasoning, which is spelt out in a presentation of the German view on page 
571, is a reminder that the spirit—-though certainly not the practice—of 
bilateralism remains deep-seated in Germany even in liberal circles. 

In a multilateral system such as the present one, in which Germany gains 
huge sums in dollars from European countries, the bilateral network of 
trade is surely irrelevant to this issue. In the last resort the criterion is the 
state of the reserves. The reserves have been rising consistently since 
1951. Holdings of gold and dollars alone now amount to around $4,000 
millions, having risen by two thirds since the beginning of last year. In 
July the EPU surplus reached the record of $180 millions. Last month, 
following the French move, the exchange inflow topped $80 millions in the 
second week alone. For all this there is but one remedy. 

This conclusion is reinforced by the fact that the German authorities 
have themselves been embarrassed by their mounting surplus and have 
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taken many steps—always short of revaluation and reflation—to stem the 

golden tide. ‘They have undertaken to give unlimited credits to EPU. | 
They have agreed to accelerate the repayment of post-war debts to the 

British Government and will by the end of this month complete the repay- 

ment of £75 millions that would otherwise have been paid in ten annual 

instalments. ‘They have made a dollar loan of $100 millions, repayable 

within three years, to the World Bank and have in addition made available 

for lending the whole of their mark subscription to the capital of the Bank, 

equivalent to $113 millions. They have dismantled quota restrictions on 

nearly all their imports—except of agricultural produce—from dollar 
countries as well as Europe, and have recently cut many tariffs by up to 

25 per cent. ‘They have taken some steps to discourage the banks from 

accepting foreign deposits. Finally, they have carried the convertibility of 
the mark for German residents well into the sphere of capital operations, to 

the point where it is a ground for indignant complaint that newly pur-/ 
chased foreign securities must be officially registered. 

None of it has served its purpose. The trade surplus mounts, the capital 
stays at home—very naturally, with interest rates far above those obtaining 
abroad. As Herr Liike points out in his article, a “ basic change’”’ is 
needed in German monetary and fiscal policies. But the German authorities 
have consistently refused to undertake such a change because of their 
determination, which it would be wholly inappropriate to criticize, to avoid 
inflation. Here is a copy book case for revaluation; for this alone offers the 
chance of effecting the essential adjustment in the relative attractiveness of 
internal and external transactions without upsetting the desired balance of 
the internal economy. 

In any case some measure of revaluation is now probably the only measure 
capable of checking and ending the huge bull account in the mark, which 
is exerting such strain on other currencies, and primarily of course on 
sterling. If the Germans continue to insist on making their move as part 
of a wider adjustment, Britain may need to reconsider its unyielding oppo- 
sition—even though it might just conceivably still stand aside itself. It has to 
be recognized too that the call for a general reform of exchange rates and 
exchange arrangements is being strengthened by the imminence of year one 
of the common market; it is obviously desirable to enter this new era with 
exchange rates in reasonably true and stable alignment. 


111—Convertibility at Flexible Rates ? 


Much more thought has been given to this problem within the OLKEC 
and between the capitals of the common market Six than is suggested 
by the information that has been made public. Spreading outwards from 
Germany, there is now a growing conviction in continental Europe that 
EPU has had its day——a very fine day it has been—and that the time has 
come to take the European Monetary Agreement out of the pigeon-hole in 
which it has been resting since 1955. It may be recalled that this agreement 
was negotiated in 1954-55 in order to provide a fitting successor for EPU 
in the event of one or more of the major European currencies becoming 
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fully convertible, making a radical amendment of EPU essential. In 1954 
it was sterling that was regarded as the currency on the threshold of con- 
vertibility, and it was Britain that took the main initiative in negotiating 
and formulating the new agreement. But since the run on sterling in the 
summer of 1955, touched off by leaks of the discussions on greater flexibility 
of exchange rates under the new system, the British exchange authorities 
have consistently renounced this and any other change in their policy. 

Now it is Germany, broadly supported by the Benelux countries, that is 
blowing the dust off the EMA, in which is seen a better monetary expression 
of the principles of the common market and a more effective institution for 
its inauguration than is to be found in the water-logged EPU. It is urged 
that the Union should be wound up and the debts funded and cleared in 
accordance with the provisions set forth in the agreement. Under the 
EMA, the EPU credit mechanism would be replaced by a European Fund, 
with total resources of $600 millions; and these would be made available 
to members not in the form of automatic credits such as those granted under 
EPU settlements but as assistance to members in payments difficulties to 
help them maintain imports free from restrictions. 

The prospect of such help is of considerable attraction to France and 
Italy. With Germany and the Benelux countries attracted to the EMA for 
somewhat more orthodox reasons there is a certain possibility of the Six 
declaring themselves in favour of a transfer from EPU to EMA. In 
making the required move towards convertibility Germany would take the 
necessary lead—now little more than nominal for the D-mark. A dissolution 
of EPU requires a move to this effect by countries representing at least 
50 per cent of the quotas. The common market Six control 47 per cent 
of the quotas. If they so wished they could probably readily get support 
—say, from Switzerland or Portugal—to mobilize the necessary majority. 

The European Monetary Agreement could also be the instrument of 
adjustment of exchange rates. Under the agreement each central bank is 
to fix minimum and maximum dealing rates for its own currency in terms 
of gold, the US dollar or some other currency. ‘The level of these rates 
and the extent of the margin of fluctuation is left to the initiative of each 
member, where necessary after consultation with the IMF. But the 
preamble to the EMA states that the: margins should be “‘ as moderate and 
stable as possible’, generally interpreted at the time to imply a range on 
either side of the parity not exceeding 3 per cent. In the early stages of the 
negotiations the United Kingdom had advocated considerably greater 
latitude. Now Germany in particular is pressing for at least a provisional 
period of flexibility, with the range of fluctuation probably varying to some 
extent for different currencies. The minimum aim would be to establish 
by the test of the market the parities that would prove stable through future 
years of free trade. Any such move would prove embarrassing to specula- 
tors, who thrive on a narrow range of possible rate fluctuation (marking small 
risk of future loss); if the adjustment provided for a substantial upward 
movement of the mark, it would also help to correct the underlying unbalance 
—always provided that it was backed by appropriate domestic policies. 
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But Germany apparently attaches importance also to the establishment 
of the framework of convertibility for which the European Monetary Agree- 
ment was moulded. It is important to be clear about just what this would 
mean. Convertibility of sterling for non-residents would require the 
unification of transferable account sterling with American account sterling, 
the category of sterling that is freely convertible within the present official 
margins of $2.78-2.82. 

This was the move that led to near disaster in 1947. ‘To-day the conditions 
are wholly different. Transferable sterling is now by far the most important 
kind of sterling for the transaction of international trade; and since the 
Exchange Account decided two and a half years ago to support the rate 
on dealings in overseas markets against dollars when necessary, the rate has 
been maintained within one or two per cent of the official rate. To unify the 
two rates would not have a very great practical effect. Its principal signifi- 
cance would be the abandonment of the line of retreat from effective con- 
vertibility given by the absence of a formal commitment to support the 
transferable rate. But in practice it has been recognized that to take this 
escape route would bring on big new pressures, arising from the use of cheap 
sterling for the familiar shunting operations. ‘The practical issue of the 
moment is not convertibility (as some circles in Germany still seem to think). 
It is realism on exchange rates—failing which there is obviously a danger 
of restrictive controls on trade, and perhaps of discriminatory ones. 


The Dollar Problem 
Reconsidered 


N the current focus of international attention on the exchanges, the 
spotlight is on the European currencies. ‘The deutschemark has taken 
the place of the dollar as the preponderant source of strain on inter- 
national liquidity, recently pulling in gold and dollars at the rate of 
$1,000 millions a year; it has become the principal repository of speculative 
funds, attracting a bull account that is the counterpart of the bear positions 
in the franc and sterling. The pressures on sterling, moreover, as the 
opening article points out, are exclusively on capital account. With the 
exception of the temporary extra oil expenditures and loss of oil revenues, 
there has been no evident deterioration in commercial payments with the 
dollar area. In all the comment on the disturbance to the exchanges, the 
spectre of the “‘ dollar problem ”’, rightly, has not been revived. 
Yet it is appropriate, at a time of general re-appraisal of exchange 
relationships and exchange prospects, to reconsider the present significance 
of this dominating and seemingly intractable issue of the early post-war 
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years; for Britain in particular, after the stresses suffered in the recent years 
of general calm, the exercise offers some pointed lessons. ‘There have 
been two major reasons for the demise in the past five or six years of the 
dollar problem as such as a practical consideration. The first has been the 
improvement, until the most recent phase, in the payments balance with 
the United States of other countries as a whole, reversing the drain on their 
international reserves; the second reason has been the widespread removal 
of discriminatory restrictions on dollar trade and on the effective converti- 
bility of non-dollar currencies, blunting the differential in terms of gold and 
dollars of payments made to dollar countries and to non-dollar countries. 
In this more multilateral and stable system, lapses from equilibrium 
suffered by individual countries have been seen to call for corrective action 
affecting the payments balance as a whole rather than for discriminatory 
action on the balance with the dollar area. ‘This move from the bilateral 


TABLE I 


RISING RESERVES—DIMINISHING CUSHION 
All Countries 


UK and Whole Sterling Western excl. USA and 
Colonies Area Germany Communist Bloct 
Gold and Dollar Holdings* 
Amount % of Amount % of Amount % of Amount % of 


$ billions Imports $ billions Imports $ billions Imports $ billions Imports 
(Amounts are for ends of periods; percentages are of imports for whole year or equivalent rate) 


1937 4.4 72 4.9 56 — —- 14.2 60 
1950 3.7 36 4.5 28 0.2 8 18.3 37 
1952 2.4 18 3.3 15 0.7 18 20.0 29 
1954 3.3 25 4.2 20 2.0 44 24.7 36 
1955 ye 18 3.7 16 2.4 4] 25.9 34 
1956 2.9 19 3.9 16 3.2 45 27.9 32 
1957 

End-Mar 2.9 19% 4.0 n.a. ee 48 27 .6 30 


* Total holdings of gold and short-term US dollar assets, as reported in US Federal 
Reserve Bulletin. Figures published by UK cover holdings of Exchange Account only, 
but include Canadian dollars. 

+ Excludes IMF, EPU, etc; thus drafts on their holdings are shown up as net increases 
in this table. 

t On basis of estimates of imports of colonies. 


‘ 

and regional approach of earlier years is wholly encouraging, especially as 
it has been accompanied by a growing appreciation of the role of domestic 
policy in the adjustment of external unbalance. But in the conjuncture of 
the favourable world background arising from the flow of gold and dollars 
from the United States, there may have been a tendency to under-estimate 
the degree of adjustment and reserves that are needed to maintain a viable 
currency. In particular, there may have been an excessive reaction from 
former preoccupations with the need to withstand a sustained pressure on 
international liquidity arising from a “ structural’ surplus of one country 
or group of countries. 

In recent years such an influence has been exerted by Germany; in 1956 
the pressure was sharply intensified, and in the autumn it became particu- 
larly uncomfortable as it was imposed on a contracting total of official gold 
and dollar holdings outside the United States. ‘There is no reason to interpret 
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this reversal of the trend since 1951 as any indication of a long-term change; 
much of it is attributable to speculative transactions, nearly half marking a 
transfer of official reserves in short-term dollar balances into private holdings 
of United States long-term securities (mainly by Swiss and United Kingdom 
investors). But the United States remains the largest potential source of 
disturbance to international payments; and the lack of such disturbance in 
recent years unfortunately provides no firm grounds for Britain and the bulk 
of the other trading countries to assume that it will not recur. 

This is the central conclusion of a major study of ‘‘ The World Dollar 
Problem ”’ published recently by Sir Donald MacDougall.* ‘This rigorous 
yet readable work—questions of academic or incidental interest only are 
firmly relegated into 200 pages of appendices—performs the timely service 


TABLE II 
HOW THE WORLD HAS GAINED RESERVES 
United States Balance of Payments, 1938-56 
($ billions) 
1938 1947 1950 1952 1954 1955 1956 











Imports* .. - .. —-2.2 - 6.0 - 9.1 -10.8 -10.3 -11.5 -12.8 
Exports* .. - si ; 16.0 10.1 13.3 12.7 14.3 17.2 
Net surplus on_ invisible 

civilian trade... a -— 1.4 1.0 1.5 1.4 1.3 1.6 
Balance on current civilian 

account .. e .. +1.0 411.4 + 2.0 +40 + 3.8 + 4.1 + 6.0 
Net US aid and military ex- 

penditure (shown minus) — - 94 - 44 - 45 - 40 - 4.9 - 5.3 
Balance on current account 

and aid .. iv a +1.0 + 2.0 -—- 2.4 - 0.5 - 0.2 - 0.8 + 0.7 
Net outflow of US private 

capital (Shown minus) .. +0.1 - 1.0 - 1.3 - 1.2 - 1.6 - 1.2 - 2.8 
Errors and omissions .. +0.3 + 0.9 —- - 0.5 + 0.1 + 0.5 + 0.6 
World’s dollar balancet .. -1.4 - 1.9 +3.7 +1.2 + 1.7 +1.5 + 1.5 


* Excluding military items. 
+ Change in rest of world’s gold and dollar balances and long-term investment in US; 
this reverses the signs in rest of table, which shows US balance with world. 


of examining the prospect of the emergence of serious dollar scarcity in the 
next two decades or so in the light of the experience of the past few years, 
the story being carried as far as the Suez crisis. ‘The particular virtue of 
Sir Donald’s approach is its modesty and caution. ‘The statistical forecasts 
on the basis of necessarily uncertain assumptions are in effect treated as no 
more than aids to qualitative judgments. ‘The key deductions are neither 
startling nor dogmatic—“ It is . . . as likely as not that a widespread dollar 
problem will recur, say, a couple of times during the next twenty years ”’ 
—and in pointing the moral for policy Sir Donald offers no pet solutions and 
places no reliance on desirable but impracticable correctives. 

Above all, Sir Donald reaffirms the primacy of domestic policies. He 
does make a plea for caution in the removal of all restrictions on dollar trade 
and payments, but lays the emphasis on the avoidance of irrevocable steps 
and on the preparation of a line of retreat for speedy use in an emergency. 





* Macmillan, 50s. 
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But it is primarily through comparative failings in domestic policies, he 
points out, that a structural dollar problem is likely to arise—and here, as 
at other points, the argument plainly holds equally in relation to the mark; 
hence caution in domestic policies, permitting the accumulation of larger 
reserves, is seen as the first requirement. Investment in the reserves, Sir 
Donald reminds his readers, may within a short time prove more productive 
than the domestic investment foregone, by avoiding an exchange crisis and 
accompanying restrictions on internal growth. This is not only what 
Britain should have been doing in 1954; it is what should have been done 
in this whole recent phase, in which Britain should have shared in the 
accumulation of reserves by countries other than the United States to build 
up the cushion that will be needed when world trends turn unfavourable. 


Weathering a Recession 


Traditionally, the most feared source of upset is a downturn in the Ameri- 
can economy. In recent years these fears have abated somewhat. America 
has had impressive success in checking its two post-war recessions at a 
relatively early stage—in 1948-49 and again in 1953-54 the fall in manu- 
facturing output was limited to around 7 per cent, compared with 23 per 
cent in both 1937-38 and 1920-21, and over 50 per cent in 1929-33, 
Furthermore, much comfort in recent years has been found in the ease 
with which the rest of the world weathered the recession of 1953-54—as 
has been seen, this did not interrupt the outflow of gold and dollars from 
the United States. Sir Donald suggests that the conditions may have been 
‘abnormally favourable ’’—not only because of certain good fortune, but 
to an important degree also because the non-dollar countries entered the 
phase of American recession in positions of strength, which even prompted 
a rise in the flow of private capital funds from the United States. The 
impact would have been very different on countries whose domestic 
economies were over-extended and which were losing reserves. ‘The moral 
for to-day—when such clouds are again on the American horizon—is 
self-evident. 

Provided, then, that other countries build up adequate reserves in the 
good years, they should be able to ride through American recessions on the 
scale experienced so far since the war without serious difficulty. But is it 
reasonable to expect the rest of the world as a whole to be able to do this 
consistently, or are there long-run influences making for a shortage of 
dollars? Sir Donald tackles the question in two broad parts. First, he 
asks whether there is any persistent tendency for America to gain special 
advantages in competing with other countries all along the line; secondly, 
he examines possible changes in the structure of America’s external trans- 
actions springing from shifts in the balance of demand and supplies within 
the United States and in the rest of the world, and from policy decisions 
on, for example, the amount of US aid and military expenditures. 

The crude argument that America can outsell its competitors by reason 
of its higher output per head is, of course, refuted by the elementary theory 
of comparative costs: the advantage is offset by America’s higher wages and 
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other money incomes. Some sophisticated commentators, however, have 
periodically advanced the theory that the advantage is not fully offset in 
this way because productivity in America is increasing at a faster rate than 
elsewhere, and because the rise in American incomes will tend to lag behind 
the increase. In a particularly interesting descriptive section, Sir Donald 
finds no evidence that this has been true, except in the periods immediately 
following the two world wars; and it is to the influence of the wars that he 
attributes America’s probable lead over the rest of the world as a whole in 
the growth of productivity since the beginning of the century. For periods 
of peace, the comparative figures presented suggest that both industrialized 
countries such as Britain and countries whose dearth of industrial capital 
makes their productivity per head very low have succeeded in raising 
productivity as fast proportionately as the United States. 

Sir Donald MacDougall does not, however, dismiss outright any tendency 
for other countries’ exports to become progressively less competitive with 
those of the United States; he suggests that in so far as this exists it is 
likely to be attributable not to lags in their productivity but to excessive 
advances in their money incomes, reflecting a shortfall of savings. There 
is a special reason, as Professor Ragnar Nurkse in particular has pointed out, 
why countries other than the United States may attempt to live beyond 
their means: it is summed up as the “ demonstration effect ’’ of America’s 
high standard of living on countries whose productivity, for whatever reason, 
cannot support such a standard. 


Emulating America’s Standard 


The effect of such emulation may be felt on both personal consumption, 
particularly of durable goods, and on capital expenditures by governments, 
pressed by the desire of their people for economic advancement. ‘There 
are, of course, many other influences on domestic economic equilibrium, 
notably the degree of full employment that is demanded; but this demon- 
stration effect, particularly in its divergent impact on different countries, 
and taken in conjunction with the effect of other psychological and socio- 
logical attitudes, does seem to provide some explanation of some of the 
Strains in world payments. At the one extreme, in oil-enriched desert lands 
the new-found appetite of the notables for Cadillacs for themselves and for 
technical colleges for their subjects often enables them, ingeniously, to 
outpace in their spending their multiplying royalties; at the other extreme, 
the German’s proverbial inclination for work combined with the matching 
modesty of his material demands has undoubtedly helped in the past to 
give his country a price advantage over its more profligate neighbours. 

One potential source of sustained pressure on dollar resources is thus the 
persistence of excessive increases in money incomes. If this can be avoided 
—and some lessons are being learned—is there still a danger of dollar 
stringency as a result of “ structural’? changes in world trade and service 
transactions with the United States? It is here that, for all his statistical 
projections, Sir Donald MacDougall wisely limits himself to the broadest 
of deductions. On the course of trade in foodstuffs, his calculations point 
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to no firm conclusion on the movement of the balance; on raw materials, 
he expects an increase in the net imports of the United States on both 
pessimistic and optimistic assumptions—though probably a smaller increase 
than that forecast by the Paley Commission. Moreover, he expects this to 
be more than offset by a rise in net exports of American manufactured 
goods, partly in the van of rising direct investment, and partly because 
of the strong world demand for the newer type of products of which 
America’s exports contain a particularly high proportion. 

Apart from the questions of the maintenance of American domestic 
activity and the containment of inflation outside the United States, the 
biggest uncertainties affecting the world dollar balance are probably, first, 
how far industrial development in the primary producing countries will 
curtail their traditional exports and swell their new style imports; and 
















TABLE III 










MANUFACTURING OUTPUT PER MAN-HOUR IN US AND WESTERN EUROPE 
(1951 = 100) 

1948 1950 1952 1954 1955 1956 
Austria = ne 70 90 101 112 120 n.a. 
Denmark i ed 93 98 100 109 110 n.a. 
France. . ié - 87 93 104 112 119 133 
Western Germany .. 58 90 104 115 124 132 
Italy .. Mr es 72 88 102 119 127 137 
Netherlands .. af 83 97 101 114 116 n.a. 
Norway be - 82 96 102 115 116 n.a. 
Sweden - a 90 97 101 109 114 n.a. 
United Kingdom th 91 99 98 106 110 111 


























Total OEEC .. sia 82 95 101 110 116 122 


United States .. ' 91 101 102 108 113 113 


Note.—Figures adapted from OEEC General Statistics; the coverage of 
‘manufacturing production” is narrower than “ industrial production ’’. 


secondly, how far the United States authorities will permit the admission 
of larger imports and how far they will maintain their overseas aid, loans 
and military expenditures. The range of estimates put forward by Sir 
Donald suggest that “‘ a worsening: in the world’s [merchandise] balance is 
more likely than an improvement ’’; and there are certainly few grounds for 
expecting relief from capital and itivisible payments. 

On the future flow of foreign aid and military expenditures—its key 
significance in the world’s dollar balance is strikingly apparent from 
Table II-——Sir Donald concludes merely that it is “‘ perhaps more likely to 
fall than to rise ’’; since he wrote the mood of Congress has swung sharply 
towards economy, and a current forecast might be more severe. ‘To some 
extent, however, a falling away in these outlays that was occasioned by an 
easing in international tension might be accompanied by offsetting increases 
in commercial dollar outlays. 

Perhaps the biggest potential beneficiary of an improvement in the inter- 
national political climate would be American private overseas investment. 
This has increased sharply in recent years, and in 1956 reached $2# billions 
—a record in money terms, close in real terms to the peak reached in 1928, 
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and exceeding for the first year since the end of the war the outflow of 
grants and loans from the United States Government. Sir Donald makes 
the point that since the great bulk of this private outflow is in high-yielding 
direct investments, often linked to the export of American goods, its growth 
may do little to promote a net outflow of dollars, and may indeed soon 
worsen it as the return flow of earnings exceeds new investment. He 
appears, however, to have made rather too little allowance for the reinvest- 
ment of profits overseas, which aside from the immediate relief to the dollar 
payments of the recipient countries increases the long-range contribution to 
improvements in their productive capacity and efficiency. 

But while “‘ structural ”’ influences may tend to have some adverse effect 
on the world’s dollar balances—and whether they will or not remains by any 
measure not proven—fundamentally the ability of Britain and other countries 
to hold their own will be decided at home. It is striking that the final lesson 
of a comprehensive descriptive and analytical study such as this should be 
essentially the same as that suggested by general principles. It may be hoped 
that the warning here spelt out will help to drive home the rigorous impli- 
cations for domestic economic policies of the maintenance of stability in a 
freesystem. ‘The prospect calls not for defeatist pessimism but for vigilance, 
restraint and reserves. 


The German View 
By ROLF FE. LUKE 


FRANKFURT, mid-August 


INCE the June meeting of the Council of OEEC in Paris discussion 
of the problem of the German payments surplus has gained momentum 
and volume also in Germany. Up to that date, those who presumed to 
criticize Germany’s economic, monetary and fiscal policy in the light 
of the balance of payments were regarded almost as heretics. But when 
Sir Leslie Rowan started his attack on the German policy, blaming it for not 
having reached “‘ fundamental solutions ’’, and had to be told by the chief 
of the German delegation, Professor Miiller-Armack, that “ waiting for 
Great Britain ”’ for at least two years had been one of the main reasons why 
Germany had restricted herself to treating symptoms, the heat of the discus- 
sion was not entirely to be explained by the temperature outside. It marked 
the beginning if not of the much sought-after fundamental solutions then 
at least of the tackling of the fundamental problems. 
Since then discussion in Germany has gone deeper than analysis of the 
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disequilibrium in terms of ‘‘ imported inflation ”’, “ bad debtor policies ”’, 
“ favourable terms of trade by the grace of heaven”’ and the rest, and the 
conviction has grown that moral judgments are not the right approach for 
a grasp of the fundamental causes behind what has happened in the last 
few years. 

But what was not mentioned in Paris explicitly, but disguised behind 
advocacy of “‘ fundamental solutions’, was revealed some weeks later by 
the widespread campaign of the British press against Germany’s persistent 
surplus status. Whereas the Germans had always maintained that a “* funda- 
mental solution’ meant primarily free convertibility (which for Germany 
had been delayed by Britain’s reluctance to move), with the possibility of a 
simultaneous readjustment of exchange rates, they now got the impression 
that the British had in mind a unilateral revaluation of the D-mark. The 
press campaign had at least the good effect of revealing some of the cross 
purposes of the international debate, awakening economic conscience in 
Germany and launching a serious reconsideration of the causes of the 
persistent surplus. 

Naturally, it cannot be expected that official, public or even expert 
opinion in Germany is in agreement. Mr Harold Wincott has obviously 
the same difficulties in Britain. However, three groups of opinion have 
crystallized clearly. It may be mentioned right away that the advocates of a 
revaluation—at least in the sense of unilateral German action—represent 
only a very small minority. ‘They consist more or less of the economic 
experts of the Opposition party, the Social Democrats, and some left wing 
economists associated with them—who on ideological grounds are more in- 
clined to unilateral measures of state intervention as a panacea. A major group 
is represented by those who reject unilateral German revaluation but believe 
that concerted action by the countries of the European Payments Union 
through a general readjustment of European exchange rates is called for. 
These observers point to the fact that, for example, a unilateral German 
revaluation might possibly correct an undervaluation of the mark against 
the French franc and sterling, but might at the same time distort its rela- 
tionship to other European currencies, such as the Swiss franc and the 
Belgian franc, which is now probably correct, quite apart from its relation- 
ship to the dollar. . 


Revaluation and the Trade Balance 


The de facto devaluation of the French franc has, of course, weakened 
the arguments of the proponents of unilateral revaluation still more, whereas 
the proponents of concerted action—encouraged by similar suggestions in 
Great Britain—have gained ground. A policy of concerted action has the 
firm support of Dr Erhard—who indeed proposed this course to European 
finance ministers just over a year ago. 

The strongest group, however, comprises those who, while not denying 
the necessity of international concerted action, believe that the time is not 
yet ripe and that the disequilibrium, in so far as it has not been related to 
mistakes and failures of other countries, can be traced to Germany’s domestic 
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policy. The arguments of this group against unilateral revaluation of the 
D-mark are based on the following facts: 


(1) The deterioration of European countries’ merchandise trade balances 
in 1956 compared with 1955 was: 
Total of which attributable 


Deterioration to trade with Germany 
($ millions) 


France Py. ae ‘a 1,185 

Italy - ‘<a ™ 163 9.6 
Netherlands - — 331 - 52.1 
Switzerland a ba 142 oh 52.2 
Spain os - sy 153 9.8 


The deterioration in these countries’ payments with Germany was, however, 
almost certainly larger than these figures suggest, owing to the speculative 
‘leads and lags ”’. 

(2) The proportion of imports from Germany to total imports has declined 
and not grown in the following countries: Great Britain, Italy, Austria, 
Denmark, Sweden. 

(3) For the last three years about one-half of German exports have gone 
to countries with which either the German balance of trade has been in 
deficit or with which the exchange rate, by the test of the market, has 
been in equilibrium. During the same period these countries (which include 
dollar countries and ‘bilateral account” countries) provided about three- 
fifths of German imports. The figures are as follows: 


Germany’s Trade with Countries with which there was either a Trade 
Deficit or ‘‘ Equilibrium’? in Exchange Rates 


EXPORTS IMPORTS 
DM mns % of Total DM mns % of Total 
1954... ss 9,584 - 50.4 11,672 bes 60.2 
1955... - 12,684 54 49.3 14,510 - 59.4 
956 —ti(«‘ - 15,184 wa 49.2 16,926 s 60.3 


Two conclusions follow. First, the course of German imports and exports 
has contributed in only a very small degree to the troubles of those countries 
that complain either of growing deficits or of heavy losses of foreign ex- 
change. Secondly, the geographical structure of Germany’s foreign trade 
shows that on both sides of the account the bulk has been transacted with 
countries with which a revaluation of the mark cannot be justified. This 
argument, however, does not reduce the German responsibility—on the 
contrary. It is probably less the absolute figures than the basic trends 
that are significant. 

It cannot be regarded as a coincidence that the surpluses of the German 
balance of payments date from 1951, the time when, with the petering out 
of the Korean crisis, the restrictive monetary measures which had been 
introduced at the recommendation of the OEEC experts to counter the 
apparently chronic German deficits within EPU became effective. ‘Their 
efficacy was the stronger as the public sector did not then absorb as large 
a proportion of the national product as in subsequent years. Saving took 
place primarily in the private sector. Furthermore, there was for the first 
time a balance in the budget. From 1952 onwards, monetary policy became 
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easier, whereas the budget swung into surplus, as a result of both far higher 
revenues than expected and far less expenditure than had been estimated. 
Since then net saving has taken place more and more within the public 
sector, with results that will be referred to below. 

It is reasonable to assume that the expansionist influences of easier 
monetary policy from May, 1952, up to August, 1955, were being over- 
compensated by the increasingly restrictive influence of an over-balanced 
budget, this being responsible for the growing export surpluses; for the 
export surplus is—ex post—the counterpart of what the internal market 
is either not prepared or not able to take up. Since 1955 the restrictive 
fiscal policy has been increasingly reinforced by a restrictive credit policy. 

If the thesis is right that deficits in the budget must inevitably lead to 
deficits in the balance of payments—and this thesis has been proved right 
in the past and at the present—then the opposite must be right too, that 
budget surpluses, particularly if accompanied by restrictive credit policy, 
must lead to corresponding balance of payments surpluses. The latest 
annual report of the Bank of International Settlements confirms this argu- 
ment. ‘The point is made in the following table: 


THE BUDGET AND THE BALANCE OF PAYMENTS 
(DM billions) 


Public Authorities Gold and Foreign 
Net Liquid Exchange Reserves 
Saving Reserves of Central Bank 

1952 te Zs 6.87 7-45 4.89 
1953 fe iM: 9.68 9.88 8.33 
1954 s - 10.75 12.20 11.26 
1955 i oe 13.14 13.63 13.10 
1956 ¥ - 15.56 15.07 18.06 


The remarkable correspondence of liquid reserves of public authorities to 
gold and foreign exchange reserves of the central bank can scarcely be 
coincidental. Indeed, the BIS report comments explicitly: ‘“ It must be 
stressed, however, that if in the future the Federal Government cash sur- 
pluses were to disappear or even to be replaced by a small deficit, the total 
volume of saving by the public authorjties . . . would still remain considerably 
larger than in the other major countries. The saving may therefore be 
expected to continue not only to facilitate the maintenance of an excep- 
tionally high rate of investment in Western Germany but also to contribute 
to bring about further balance of payments surpluses on current account ”’. 

This argument may appear to contradict the contention that a series of 
other factors have contributed to the German surpluses—such as the main- 
tenance of unrealistic exchange rates in countries with comparatively strong 
inflationary tendencies, the exceptionally rapid internal expansion in certain 
countries that import from Germany, and the use of dollar income to 
finance German deliveries through EPU plus credit up to 25 per cent. 
But in the last analysis, all these factors determine only the upper limit of 
what can be sold abroad, not the lower limit set by what the exporting country 
can absorb on the internal market. During the great depression of 1930-32 
Germany achieved export surpluses when world demand was unquestion- 
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ably very limited. At that time world demand determined the upper limit 
of possible German exports, whereas the lower limit was set by the capacity 
of the internal market, which was kept down by a rigorous deflationary 
policy—at the price, however, of high unemployment and restriction of 
production. 

To-day, high world demand permits the achievement of internal full 
employment in the face of a restrictive fiscal and credit policy. Further- 
more, during the last twenty-five years internal structural changes in 
Germany have increased the orientation towards exports and decreased 
dependence on imports. Already in 1953 Dr Emminger, a member of the 
board of directors of the Bank deutscher Lander, could point to the fact 
that in the previous year the volume of raw materials and semi-finished 
goods imported into Germany was only 7 per cent higher than in 1936, 
whereas German industrial production was 45 per cent higher. By 1956, 
when industrial production was up by 104 per cent, the rise in imports of 
raw materials was 87 per cent. Whereas in 1936 imports of raw materials 
comprised 37.2 per cent of Germany’s total imports, in 1956 the proportion 
was only 29.4 per cent of total imports. Present-day Germany has funda- 
mentally, or structurally, a greater orientation towards exports and a smaller 
dependence on imports than Germany a quarter century ago, and has 
thereby developed a persistent payments surplus. 


Fiscal Policy, Imports and Capital Exports 


For a given level of world demand, export surpluses tend to be larger the 
more home demand is kept down: to what extent then could German 
internal demand be expanded in order to absorb a larger proportion of 
exportable goods and pull in more imports, and measures be taken to promote 
export of capital ? Before proceeding to this key question it is desirable to 
correct some popular misconceptions about the course of Germany’s imports. 
While German imports have admittedly not risen as fast as exports, they have 
risen faster than the national product. Furthermore, at least in the most 
recent period, German imports have risen substantially more than those of 
other countries. Between 1953 and 1956, the increase was 74.8 per cent, 
compared with increases during the same period of 15.8 per cent in the 
United States, of 16.3 per cent in Britain, 30.3 per cent in Canada, 35.2 per 
cent in Belgium-Luxembourg, 35.5 per cent in France, 49.8 per cent in 
Switzerland, and 59.3 per cent in the Netherlands. Per head of population, 
too, the Federal Republic stands well in the lead, with an increase of 69.3 per 
cent—compared with per capita increases in the other countries ranging 
between 10.1 per cent and 53.4 per cent. 

It is unrealistic, therefore, to set large hopes on a considerable increase 
in German imports, at any rate to an amount sufficiently high to balance 
exports. There is, however, still scope for raising imports, above all 
imports of raw materials to build up stocks. This leads us back to the 
crucial question of fiscal policy in Germany. ‘This policy has on the one 
side restricted the possibility of building up sufficiently high stocks and 
checked the growth of private consumption of imported goods such as 
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coffee, tea and tobacco, which bear high taxes. On the other side, and 
probably more important, by restricting private saving in relation to public 
saving and engendering very high domestic interest rates, it has discouraged 
private capital exports. 

If a country has developed a structural export surplus, export of capital 
ought to be regarded as a legitimate means of restoring balance. But this is 
most practicable with a high percentage of private saving and a small per- 
centage of public saving, since monetary policy then becomes more effective 
and capable of influencing the volume of capital formation at home or 
abroad (by capital exports) through the operation of interest rates. Accord- 
ingly, it is maintained in Germany to-day, the appropriate German con- 
tribution to overcome the difficulties of the disequilibrium in European and 
even world trade has to consist of a basic change of German fiscal policy 
away from large budget surpluses. 

Since such a change cannot be effective within a short period, special 
interim measures are necessary. Such measures could comprise, for 
example, a considerable acceleration of repayment of public foreign debts, 
substantial capital exports by making use of the existing exchange reserves 
with public refinance as long as private capital is not sufficient, reduction 
of interest rates even by capital imports, finance of import credits from the 
exchange reserves, and reduction of tariffs on imported agricultural products 
and of taxes on imported consumer goods such as coffee, tea and tobacco. 
Provided this is done and a bouquet of relief measures is presented by the 
Federal Republic at the meetings of the IMF in September in Washington 
and of the OEEC in October in Paris, there may be a better chance for 
international co-operation on the readjustment of the present European 
exchange rate system. 

But even if such a general exchange adjustment took place, it must be 
expected that in all probability German export surpluses of a moderate size 
will continue, with the result that capital export will be a permanent task. 
But whatever Germany could and should do, Germany’s trading partners, 
as the last BIS report pointed out, “ clearly cannot expect measures taken 
in Germany to provide a complete solution to their own payments problems 
vis-a-vis that country ” 
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Attrition in Fleet Street 


THE FINANCES OF THE PRESS 
By J. E. HARTSHORN 


OBODY expects British people to buy many more newspapers: 
they buy more already than any other nation in the world. But 
Fleet Street is to-day, recurrently and crucially, concerned to 
guess how much more they can be persuaded to pay of the cost 
of the papers they do buy—and still go on buying them. A British news- 
paper to-day is a cheap article, though perhaps not quite as cheap as news- 
papermen like to think. Few papers yet cost more than twice as much as 
they did before the war, while the prices of most other things that con- 
sumers buy are about two and three-quarter times as much as in 1938 
(though a television set, it is significant to note, is a good deal cheaper to-day 
than it was then). On the other hand, a rise to 24d or 3d, which seems 
imminent, would rob the newspapers of their proud place in the price indices. 
Moreover, until very recently the reader has been getting little more than 
half as much newspaper for his twopence as his pre-war penny bought. 
Newspapers are cheap to-day less because they have withstood inflation 
than because they were cheap before the war, too. The modern newspaper 
is a commodity of which the purchaser is never expected to pay the full 
cost. He gets newspapers cheap because they are subsidized by advertisers 
who are prepared to pay for access to his attention (or even to his inattention, 
since few people ever admit to reading advertisements). But how much of 
this advertisers will buy is geared directly to how many people and what 
kinds of people usually buy the newspaper—and also to the numbers of 
people the advertisers can reach, for the same expenditure, in other ways. 
Of late, other “‘ advertising media”? have been becoming increasingly 
good bargains; for the press as a whole, advertising revenue has not been 
growing enough to carry the whole burden of steadily increasing costs; and 
when the rest of that burden has been passed on in higher newspaper prices, 
there have been dips in the curve of total newspaper circulation—shallow, 
but not all as temporary as they used to be. These, in their turn, ripple 
back upon advertising—which again conditions the money that a paper can 
lay out, on extra pages or costly features, to hold readers and win new ones. 
Price elasticity is a very real problem for newspaper managements; in a 
sense a double problem. ‘They have to weigh the extra revenue per copy 
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sold at a higher price not only against the possible effect on total sales 
revenue but also against the advertising revenues that back their income 
from sales—both of which depend upon how circulation reacts. 

All newspapers face this problem: each is differently placed to tackle it. 
The financial stringencies that have killed many provincial newspapers in the 
last few years and are now threatening the continued existence of certain 
national papers have come about mainly because it is only during the last 
few years that restrictions which blurred competition within this substantial 
British industry have steadily been removed. Showing none of the en- 
thusiasm with which it applauded other industries’ “‘ bonfires of controls ”’, 
the British press has ventured gingerly out from under its own umbrella of 
control (though even now it has not quite decided to fold up this umbrella). 

The wartime apparatus of newsprint control, lasting so long into the 
peace, delayed until very recently the full economic effect of massive changes 


TABLE I 
NATIONAL PRESS CIRCULATIONS OVER THE YEARS 


Average daily circulation for each year, 000s omitted 










































































1937 1950 1954 1955 1956 

Daily Mirror 1,328 4,593 4,709 4,710 4,687 
Daily Express 2,330 4,169 4,083 4,056 4,079 
Two together . . 3,658 8,762 8,792 8,766 8,766 
Daily Herald 2,033 2,083 1,812 1,736 1,664 
Daily Mail 1,580 2,270 2,116 2,071 2,095 
News Chronicle .. i 1,324 1,547 1,310 1,263 1,437* 
Daily Sketch (Graphic) . 684 786 854 1,002 1,198 
Daily Telegraph .. ; 559 979 1,040 1,052 1,068 
Other “* Populars’”’ 6,180 7,665 7,132 7,124 7,462 

The Times. . ’ 191 246 220 220 222 
Manchester Guardian 48 138 146 155 166 
Financial Times 30 57 68 80 80 
Total “‘ Nationals ”’ 10,107 16,828 16,358 16,345 16,696 














* After incorporating Daily Dispatch. 


in newspaper circulations that took place, in fact, largely during the war. 
The papers that won their way to-the top of the circulation charts then 
have since continued to gain the extra sales revenue from their extra hordes 
of readers. But not until the last year or two have they begun to secure 
the fully corresponding increase in advertising revenue—simply because they 
could not publish enough pages to accommodate all the advertisements that 
their vast circulations would ordinarily command. ‘They increased their 
advertising rates, but their columns remained at a premium; and now, in 
addition, freer supplies of newsprint, enabling them to print extra pages (of 
news and features as well as advertisements, strengthening their appeal to 
the reader) have rapidly stepped up the competitive pressure upon less 
successful papers in Fleet Street and the provinces. 

These less popular papers had benefited hugely from advertising that 
agencies were unable to place in the mass circulation dailies: so had local 
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papers and certain kinds of general periodical. They had obtained adver- 
tisements that their lower, static, or even declining circulations would not 
have ‘‘ deserved” had space been available in the Daily Mirror or the 
Daily Express. Relaxation of newsprint control, happening as it did during 
a period when commercial television was offering advertisers a novel, 
effective new medium and when newspaper costs were surging upwards, 
thus unleashed the crisis that hit Fleet Street—having already taken a dire 
toll in the provinces—early this year. 

No crisis in any industry—or for some companies in an industry—has 
ever been earlier or more steadily foretold. The simplest circulation table, 
which shows the Mirror and the Express soaring right out of the range of 
circulations in which other papers have broadly remained since the ’thirties, 


TABLE II 
THE PRICE OF READERS 
‘** Readership ’’ in 1956: 


Of whom: Price per 
Total Class Age Women Single-column 
"000 ABC 16-44 Inch per ’000 
Readers 
% % oe d 
Daily: 
Mirror .. 14,749 20 63 50 a 
Express .. 12,584 37 56 46 1.5 
Mail 6,543 +4 48 49 2.1 
Herald .. Py 5,793 15 52 4] 2.1 
News Chronicle 5,171 33 46 43 » a 
Sketch 4,561 28 59 45 1.9 
Telegraph 3,038 79 47 52 2.9 
The Times 1,198 81 54 42 8.6 
Sunday: 
News of the World 19,661 20 54 31 Sua 
Pictorial a 15,619 24 64 51 1.4 
People 14,490 24 55 51 3.3 
Express .. 10,156 49 51 51 1.7 
Empire News 7,339 24 55 48 1.6 
Dispatch 6,330 36 54 50 Pe 
Graphic . . 3,613 34 59 53 2.4 
Observer 2,056 75 55 55 5.6 
Times . 1,917 77 48 55 5.9 
Reynolds 1,475 24 51 43 2.5 





Based on IPA Survey 


to sales of 4-44 millions each, together accounting for roughly half the 
national daily papers sold, is impossible to misunderstand. Long before and 
ever since the Royal Commission on the Press there were voices to warn 
the weaker papers that when controls went, the cold blast would whistle 
around them. It took some time, certainly, for these weaker papers to sort 
themselves out; not until about 1951 could any national daily circulation be 
seen to be declining really steadily. Efforts to stay these trends have occa- 
sionally been noticeable to the outsider; none has been successful. 

What any newspaper has to offer to the advertiser is to-day scrutinized 
far more minutely than it was before the war—advertising agencies have 
learned to spend their clients’ money with the benefit of more statistical 
analysis than any other industry has at its command. ‘The agency does not 
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simply count heads: some heads count more than others. The “ reader- 
ship ” of every major publication offering advertising space—assessed quite 
separately from its own circulation figures—is measured in terms of social 
class and probable purchasing power, of age and sex, of geographical location, 
possessions, habits, and hobbies. ‘The simple measure of “‘ pence per single 
column inch per thousand readers ”’ is by no means the only criterion. If 
it were, the “ quality press” such as the Financial Times, The Times, and 
the Manchester Guardian (often still classed as a provincial paper, though 
it has steadily been extending its appeal to the national field), would not 
secure any advertising at all. As it is, they carry much more than, say, the 
Daily Mirror—advertising products which few among the Mizrror’s millions 
could buy. 

Against the far cheaper access to a thousand readers that the two mass- 
circulation dailies can offer, other papers must offer the advertiser special 
advantages of some kind. The Daily Telegraph, which moved down into 


TABLE III 
DAILY PAPERS: AN INTERNATIONAL COMPARISON 
Number Total Number Sold Newsprint 
in Circulation per 1,000 Consumed 
Existence (7000) Population per Head 
(kg) 
UK (1954) - - a 114 29,100 570 16.5 
Sweden (1954) .. ba i 167 3,311 459 22.0 
Norway (1955).. ea ei 93 1,490 435 12.1* 
Luxembourg (1955) wal 5 132 427 — 
Japan (1955)... - i 255 35,273 397 5.1 
Australia (1955) ae ren 55 3,647 396 24.2* 
New Zealand (1955) .. ” 42 842 394 18.4* 
Bermuda (1955) an ea 2 16 390 10.0* 
Iceland (1953) .. Ks iis 5 59 390 6.6 
Belgium (1952). . a id 39 3,343 383 10.0+ 
Denmark (1953) i ¥ 120 1,664 378 12.7 
Hawaii (1955) .. a - 7 181 342 a 
USA (1955) __.... ~ .. tne 55,072 339 35.2 
Finland (1954) .. is nw 70 1,420 339 17.6 
* 1954. + Including Luxembourg. Source: United Nations. 


the popular price range in the ’thirties and there achieved a striking growth 
of circulation, is buttressed with a readership of distinctly higher social 
class and purchasing power than ahy other twopenny daily—plus a sub- 
stantial proportion of its advertising revenue from the more steadily faithful 
classified advertisers. ‘The Daily Mail has some of the same advantages; 
but the Daily Herald and the News Chronicle have neither mass circulations 
nor any special appeal to the middle classes, the young, or women—three 
major targets for the advertisers of “‘ conventional luxuries ”’. 

It would be arid to discuss newspapers simply in terms of their ** milline 
rates’ or the pattern of their circulations; nor are advertising campaigns 
placed simply with a slide rule. It is significant that the two national daily 
newspapers whose difficulties have been paraded most obviously this year 
are both politically of the Left; significant for their circulation rather than 
for any difference this might make to advertisers if they had enough of it. 
Until this summer the Daily Herald was that anachronism in British 
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journalism, a party sheet. Its new dispensation should have freed it from 
most of the disadvantages attendant upon that tutelage; but in simply 
commercial terms its readers contain an awfully high proportion of men 
and ‘‘ Class DE’”’, which does not exactly tempt advertisers. The News 
Chronicle is earnest, liberal, high-minded, what the Americans call “ do- 
gooding ”; more than any other paper in Fleet Street except perhaps the 
Daily Express it bears the stamp of the nineteen-thirties. Potential readers 
on the Left who want warmth, colour, rambunctious radicalism and sex 
have already flocked to the Daily Mirror; their more educated counter- 
parts to-day may lean towards the Manchester Guardian. he notion of a 
left wing Daily Telegraph is often mooted: sobriety is cheap, but Fleet 
Street’s best news service would cost a lot to emulate. 

Left or Right, however, the numbers count. Purchasing power to buy 
‘“ conventional luxuries ”’ is buttered far more widely across the population 
than it was before the war. ‘The two mass dailies, the women’s magazines, 
the Radio Times, and now commercial television offer tremendously direct 
and cheap shopwindows to catch the mass gaze; even to reach specialized 
readers it is sometimes easier and cheaper to trawl with the big net of the 
Radio Times or the News of the World (Britain’s most traditional newspaper, 
which is now telling roughly half Britain’s adult population every Sunday 
about exactly the same things as it told their great-great-grandparents a 
century ago). 

The foregoing analysis of newspaper tribulations may seem perverse to 
those who have one simple answer to all Fleet Street’s troubles: the price 
of newsprint. Certainly, discussion simply in terms of revenue, ignoring 
costs, would be to assume that only one blade cuts in a pair of scissors. 
The costs of publishing a newspaper in Britain have risen heavily since the 
war; among them, the price of newsprint (which can indeed be shown as 
five to six times the price in the ’thirties if you pick the right year, though 
to-day papers get more pages per ton). But to trace everything to the 
wicked newsprint manufacturers (whose backs are broad) seems to me a 
very dangerous rationalization for newspaper proprietors, shifting the onus 
far too conveniently. It reminds one of a similar rationalization that has 
allowed another “ recreation ”’ industry to decline in a staunchly complain- 
ing posture since the war, firm in the conviction that its loss of business 
is none of its own fault—Entertainments Duty as the British cinema industry 
sees it. Both of these burdens are real, and heavy. But both are liable to 
inhibit doing something about one’s other difficulties. 

‘This summer, moreover, there has been a sea-change in the condition of 
the newsprint market—in Britain as well as abroad. Supply has lapped 
gently over the edge of demand, ior the first time in many years. With a 
substantial amount of new manufacturing capacity due for early completion, 
there might be some soft selling in the newsprint market during the next 
year or so, though the long-term trend of demand has been rising steadily 
and may well outstrip supply again by the beginning of the ’sixties. Some 
moderation in this major element in costs, even if only temporary, would 
be welcome to newspapers attempting to readjust themselves to a new 
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situation; but it should not be taken as postponing the need for adjustment. 
On the labour side, printing wages have always been high; the newspaper 
craftsmen have maintained their differential over most other industries, 
though there have been some shifts in relative wages among them. But 
their wages, in recent years, have risen proportionately no more than 
those of artisans in other manufacturing. Much more real obstacles to 
efficient management in the industry are the restrictive practices that are 
responsible, at one and the same time, for overstaffing in certain departments 
_of newspapers and for understaffing of others. When one of London’s 
newspaper proprietors says, “ If ever we had all the men in the machine 
room whom we have to pay there, we couldn’t get the paper out. We 
appear each day mainly by virtue of the fact that a third of them are always 
out having a cup of tea”’, he may be exaggerating; but not much. Yet 


TABLE IV 


COSTS IN NEWSPAPERS AND OTHER INDUSTRIES 
Prices of | Hourly Earnings 
Index of Basic | (All Workers) 
Newsprint Materials | Printing and All 
Prices Used in | Publishing Manu- 


Manufacture | Newspapers facturing 
d 


(June, 1949= 100) d 

1950 January i. 117 47.7 32.7 1950 April 
April .. .. 88 120 47.3 33.5 October 
July... — 132 | : 
November .. 104 ae ge or 

1951 January . 198 ; " 

April .. i. ie 209 56.4 38.9 1952 April 
July... -- 2865 188 oe .9 39.6 October 

1952 January . oe 182 2 0 . 
en ae es ee Ce 
July... i. oe 159 ani ; 

1953 January i. oe 152 | 59.4 43.1 1954 April 
March .. . 151 60.4 44.3 October 
June... +. ae 145 : 9 : 

1954 January * 435 141 —% #4 or oe 

1955 January .. 139 149 

1956 June... .. 148 155 73.1 50.9 1956 April 

1957 March .. . 159 | 76.5 51.8 October 
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restrictions upon the numbers of apprentices make for shortage of men in 
the composing room. And it is difficult not to believe that innovation in 
methods of printing and newspaper production is being held up by the 
obduracy of unions whose members—perhaps quite rightly—feel their live- 
lihoods to be threatened by the revolutionary techniques that have been 
“imminent ”’ for so long. 

How these different elements of costs affect different newspapers will 
depend primarily upon their circulations. As circulation rises, so newsprint 
becomes a steadily increasing element in total costs (so that the high cost 
of newsprint ought to hurt the mass circulation dailies more than less 
popular competitors). It depends also upon the structure of ownership— 
whether the national daily is linked with an evening paper and a Sunday 
paper to keep its presses working to capacity; upon geography and distri- 
bution; and upon the degree to which the paper aims to supplement its 
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revenue from circulation with advertisements. Stories are always extant of 
papers that would find extra circulation costly (because, for example, they 
could put up display or classified advertising rates no further, or have 
mechanical difficulties in increasing their number of pages), but one seldom 
detects a newspaper ceasing to try to expand. Certainly, however, there 
will be broad levels of circulation and sizes of paper that may at times offer 
the most profit; the art of newspaper management lies in guessing both right. 

It is often said to be incredible, disgraceful, or tragic that a paper with 
a million readers can die. It is certainly the last; possibly the second. 
But to call it incredible assumes some fixed structure of costs, some auto- 
matic break-even point in readership, at which any paper, of any kind, 
ought to float off into profitability. For any paper that decides, as nearly 
all have to, that it will give its readers more than they pay for and make up 


TABLE V 
WHAT PEOPLE SPEND ON RECREATION 
(£ millions) Hardware, 
Books News- Maga- Cinemas’ Radio, TV, 
papers zines Electrical 
At current prices: 
10 36 18 — 98 
1948 ‘in és 34 60 33 112 229 
1955 es - 44 101 42 106 416 
At 1948 prices: 
1938. 15 39 27 — 203 
1948. ‘ 34 60 33 112 229 
1949... - 33 64 32 102 241 
1950... Ka 33 67 30 100 267 
1951 én 6 34 64 31 98 285 
» -_ i 34 63 30 94 267 
1953 ‘; - 35 64 30 92 303 
1954... se 35 65 29 91 351 
1955 i ‘a 37 64 30 85 385 


the difference with advertising, that assumption is precluded from the start. 
Whether its million readers are enough or not will depend simply on what 
kind of a million they are and how many millions other papers—and other 
channels of mass communication—can array against them. And though 
every editor and some managements may sigh for a reduction in their 
dependence on advertising revenue, that as an end in itself may mean cold- 
bloodedly resolving to give the reader less for the same price. 

Clearly the competitive power of commercial television, against the press 
as a whole, will continue to grow; and if, as many people in advertising think, 
total advertising revenue from now on is likely to grow at a somewhat slower 
pace, television may get the bulk of the extra expenditure. Newspaper 
companies may well compound with television and spread their risk; but 
within Fleet Street, competition would then have to spend itself mainly 
upon getting larger shares of a fairly static total of advertising revenue, as 
competing papers seem already to have resigned themselves to getting larger 
shares of a fairly static total press circulation. If so, we have not yet felt 
the full heat of competition. 
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As I See lt... 


By SIR OSCAR HOBSON 































No Cure from Devaluation 


OLLOWING the devaluation of the French franc, the pound came 

under heavy pressure, falling to or very near to the lower support 

points not only against the United States dollar but a number of 

European currencies, notably the German mark. ‘The forward dis- 
counts widened sharply and transferable sterling was quoted lower than for 
a long time past. It looked for a time as though we were in for the all too 
familiar September “ crisis ’’. 

However, there have been vigorous denials by the authorities of any 
intention to devalue the pound or alter its parity in any way. ‘These denials 
can certainly be accepted. ‘Though the defence of sterling must have cost 
the reserve a lot of gold, we can certainly weather the storm—this time. 

I can, indeed, see no sense in devaluation—now. ‘There is little evidence 
that the pound is at present overvalued. Exports are keeping up quite 
well and the current balance of payments is in surplus. ‘The main trouble 
with the sterling exchanges is the lack of confidence which feeble handling 
of our internal problems has induced. 

Devaluation won’t cure that. Non, I am afraid, will the new triumvirate 
of wise men which is to sit in judgment on Prices, Productivity and Incomes. 
I am uncommonly glad to see Sir Dennis Robertson, the GOM of academic 
economists, a member of it. Nevertheless, what we need is not grand old 
men but guts among the younger men who rule us. While that lack per- 
sists the pound will never be out of danger. 

If we can’t get the guts—yet—I think there may be something to be said 
for the resurrection of the European Monetary Agreement, drafted but dis- 
carded in 1955. The key point of this was a widening of the permissible 
limits of fluctuation round the parities of exchange. If, for example, new 
‘gold points’ were fixed at 5 per cent (instead of the present } per cent) 
on either side of $2.80 for sterling and similarly for the deutschemark, there 
would be room for an immediate 10 per cent depreciation of the former 
in terms of the latter currency. This, however, would be provisional and 
could be adjusted as circumstances subsequently required. I don’t say that 
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I am greatly smitten by the proposal, only that in an imperfect world it 
might be a serviceable makeshift.* 

Meanwhile I want to say something about the new planet which has. 
swum into the ken of those who attentively watch the political skies—or 
perhaps it is a comet with a bright tail which flashes past and disappears. 
I am referring to the series of projects leading up to the establishment of 
what has come to be called the “‘ Shareholder State’”’. These projects 
deserve more study than has yet been given to them. 


The Shareholder State 


If ever a political party made a public confession of disappointment and 
failure it is the Labour Party in the various policy tracts which its com- 
mittees have in the past few weeks drawn up for submission to the Party’s 
annual conference at Brighton this month. I am referring to the three 
pamphlets, “ Public Enterprise ’’, “‘ Industry and Society ”’ and “ National 
Superannuation ”’, which between them have given rise to this new concept 
of the Shareholder State. 

When the Labour Party came into power in 1945, the three principal 
planks of its policy were the national health scheme, economic planning and 
nationalization of the country’s key industries. Now it has to admit that 
so little is it able to plan successfully that it has no hope of maintaining 
even approximately constant the most fundamental of economic measures— 
the purchasing power of the currency. (In this it is no whit worse than 
its Tory successors, but two blacks, unfortunately, do not make a white.) 
On nationalization of industry it has become so uneasy that it has been 
impelled to defend it in a 60-page pamphlet in which it has the hardihood 
to afirm that at the end of the war the railways ‘‘ were fast slipping into 
bankruptcy ’’ without having the grace to add that it required only nine 
years of State ownership in peacetime to complete the process. The 
sinister phrase “Tory sabotage”’ is incidentally applied to the Act of 
Parliament reversing nationalization so far as long distance road haulage 
was concerned. Of the Welfare State, Labour concedes that “‘ in Great 
Britain to-day grinding poverty is still the rule and not the exception among 
retired workers with no superannuation or private insurance’’. It does 
not see fit to mention that to no inconsiderable extent this is due to its own 
incompetence (and again, of course, that of its successors in office) in 
handling the monetary problem. 

Such is the dubious parentage of the Shareholder State. As inflation 
cannot be controlled, methods by which the authors of, or accessories to, 
this crime may contract out of the penalties attaching to it must be dis- 
covered. As previous nationalizations have yielded such disappointing 
results, alternative ways of controlling private industry—and of participating 
in “the almost automatic capital gains’’ which are its portion—must 
be devised. 


—_——- — 


* Germany’s proposals for the activation of the European Monetary Agreement, and the 
strong opposition of the British authorities to such a move, are discussed in our opening 
article. —EDITOR. 
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“A study of ‘Industry and Society’ and “‘ National Superannuation ” 

reveals the fact that Labour now has in mind five different methods by 

which a participation in the equity of industry can be secured for the State. 

Let me list them: 

(1) Renationalization of steel and road transport. 

(2) Nationalization of other industries or individual companies which may be 
found guilty of “‘ seriously failing the nation ”’ 

(3) Investment of the new “ National Pension Fund ”’. 

(4) Acceptance of shares in settlement of death duties. 

(5) “‘ Other methods and agencies through which State participation in share 
ownership is possible ”’ 


The first two headings represent the remnants of the old State-ownership 
policy. Steel and road transport are to be renationalized, not on their 
merits or demerits, but simply because the Tory Government had the 
temerity to denationalize them. Nobody can say that they are seriously 
failing the nation. All that the authors (who include Mr Gaitskell and 
Mr Bevan) of “ Industry and Society ” can say in favour of their proposal 
is that the case for public ownership of steel and road transport ‘‘ remains 
as strong as ever’’. What the case is, however, is not stated, nor in what 
way it differs from the case for nationalizing other industries like chemicals 
and insurance which is evidently so much less strong than it was thought 
to be that these industries are not mentioned in this new formulation of 
policy. It is difficult, therefore, not to conclude that the steel and road 
transport industries (for the legitimate “control”? of which ample 
machinery now exists) are to be renationalized merely in revenge for their 
denationalization. That act of ‘‘ economic sabotage’ must be repaid by 

“‘ counter sabotage ”’. 

The case for State ownership of the “ failed B.A.” isiduatiics or com- 
panies is not developed and one has to be content with the assurance that 
“‘ where public ownership is extended full and fair compensation will, of 
course, be paid to existing shareholders’’. As this undertaking appears 
without qualification in the same paragraph as the reference to steel 
renationalization, it is fair to conclude that the odious Strauss threat to 
visit the sin of denationalization upon holders of steel shares even to the 
third and fourth generation of those who originally bought them, has been 
dropped. 

Next comes Mr Gaitskell’s pet scheme for acceptance of shares (and 
land) in payment of death duties. Whether the eligible shares are to be 
restricted to those of the 512 large firms with assets of over £24 millions 
in value which have now been elevated to the status of “‘ decisive institutions ”’ 
of industry and more than “a magnified projection ”’ of small firms, is not 
revealed. Even if they are, the investment managers of the Shareholder 
State are likely to find themselves saddled with a very untidy and ill-assorted 
portfolio of holdings under this clause alone. 

Then we have the “ also rans ’’, shares in industry to be acquired by the 
State by other methods and agencies. Only one hint at what the authors 
of ‘‘ Industry and Society’ have in mind is given—a proposal that the 
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State shall participate in industrial expansion via the provision of fresh 
equity capital to private industry. 

Last, but far from least, we have the proposal that the surplus income of 
the National Pension Fund which is to administer the new Labour Party 
pensions plan shall be “ boldly invested”. This clearly means that a large 
proportion of the annual surpluses of the Fund, which in the early years 
are estimated to amount to close on £400 millions a year, shall be put into 
industrial equities. Only a small part, if any, will go into Government 
securities—that is a fair inference from the bald statement that it is “‘ one 
of the disadvantages ’”’ of present occupational pension funds that “‘ such a 
high proportion ”’ of their assets is deposited in Government securities. But 
apparently not any and every industrial equity will qualify as an investment 
for the new National Pension Fund. It is another complaint against the 
existing occupational funds that their resources “ do not always reach the 
most rewarding investment outlets in the economy”. Assuming as one 
must that “‘ rewarding ”’ is not merely a synonym for “‘ remunerative ”’ but 
has a moral connotation, it would seem that the exacting task will be laid 
on the Pension Fund’s investment managers of deciding whether the pur- 
chase of a particular share is not only financially promising but is a trans- 
action serving “‘ the national interest ”’. 


How Will the Shares Be Acquired ? 


Let us now consider how this programme of investment, leading to the 
establishment of the Shareholder State, is to be carried out. The authors 
of “‘ National Superannuation ”’ disclaim any responsibility for defining the 
exact means by which the investment of the Pension Fund moneys is 
to be effected; this they say is outside the scope of their report. Be that 
as it may, it is quite clear that the investment of, shall we say, £300 millions 
a year, i.e. three-quarters of the projected annual surplus of the Fund, in 
quoted equities could not be carried out through the ordinary machinery 
of the Stock Exchange. It would be wildly beyond the “ capacity of the 
market’, even allowing for the probability that part of the Pension Fund 
buying would be a substitute for and not an addition to the investment of 
present pension fund contributions and insurance premiums. 

It is, in any case, laid down in “ Industry and Society” that it is not 
intended that ‘‘ the Government should indulge in a wildly inflationary 
scramble for shares”’. So it follows that if this programme of State-buying 
of shares in private industry is to be carried out, it must be carried out 
under compulsory powers. ‘There will be forcible expropriation. The 
expropriation will take its most direct form in the case of the steel and 
road transport industries and any other industries or companies subse- 
quently detailed for nationalization. ‘Their owners will be ordered to 
“stand and deliver’ their share certificates or other titles of ownership in 
exchange for the compensation specified. But the investment of the 
National Pension Fund surpluses will evidently also involve some form of 
expropriation not yet elucidated; how otherwise is the wildly inflationary 
scramble-to be avoided ? 
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Compensation for industries or companies nationalized will, of course, 
take the form of long-term Government stock. What a doubly popular 
proceeding that will be with the expropriated equity holders! The Govern- 
ment is not only to dodge the penalties of the inflation for which it is 
responsible but is to off-load those penalties on to the private citizen in the 
shape of holdings of its own fixed interest stocks, which judging by the 
recent state of the gilt-edged market, will almost certainly be unsaleable. 

But the National Pension Fund will be able to pay for its share acqui- 
sitions in cash. Will it pay in cash? If so, there will always be the danger 
of an inflationary scramble to invest the cash in the equities remaining 
outside the portfolios of the Shareholder State. Or will the Government 
compel the expropriated holders to take their consideration in the form of 
Government stock? We must, after all, envisage a state of affairs in which 
the private investor will be increasingly reluctant to lend his money volun- 
tarily to the Government. 

The other aspect of the Shareholder State, its position of holder of the 
voting rights attaching to the share it acquires, raises problems at least 
equally perplexing. The State will hold shares in innumerable private 
enterprise companies. In some it will have a majority holding; in others 
holdings which are large but not large enough to confer voting control; in 
others again it will have only small holdings. How is it going to use its 
votes? The new Labour idea seems to be that the State shall not run the 
industries in which it invests. The lessons of nationalization in practice 
have sunk in. It now wants the best of both worlds; it wants power without 
responsibility. It is to leave private enterprise to manage the industries in 
which the State holds shares and the State will stand aloof but ready to butt 
in and interfere if it doesn’t like the way private enterprise is behaving. 

Now such a system just will not work. The State will inevitably be 
drawn into controlling more and more of what is now private industry. 
The Labour Party’s new proposals imply a long step forward towards the 
establishment of the complete socialization of industry—in other words, 
towards the establishment of communism. And the odd thing is that the 
sponsors of these new Shareholder State plans do not seem to have the 


least idea of it. 
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Superannuation 


for All? 


STATE SCHEMES AND THE ALTERNATIVES 


By MICHAEL SHANKS 


UBLIC opinion in Britain now seems to have decided that it wants 

a system of nation-wide superannuation; and democratic politics 

being what they are, it is a fairly safe bet that one will be forthcoming 

within the lifetime of this or the next government. This is the 
inference to be drawn from the generally favourable reaction to the Labour 
Party’s policy document ‘ National Superannuation ’”’—and from the 
officially inspired rumours that the Government is preparing its own pro- 
posals on the subject for presentation to Parliament, possibly later this year. 
It has long been evident that the inadequacy and emerging bankruptcy of 
the existing national insurance scheme demands a new approach to State 
pensions. But this need not necessarily involve a large-scale encroachment 
of a full bodied State superannuation scheme on the thriving schemes built 
up privately on a voluntary basis. 

Labour Party spokesmen may have been indiscreet in advertising 
‘National Superannuation ” as “an election winner” ; but there is no 
evidence to suggest that the description is inaccurate. Criticism has tended 
to centre on what is largely a side-issue—the suggestion that the proposed 
superannuation fund should be invested in industrial equities. Taken in 
conjunction with the Party’s proposals for extending State ownership of 
industry through acquisition of blocks of shares in private companies, this 
suggestion certainly has a suspicious smell of ‘‘ backdoor nationalization ” 
about it. Equally alarming, this and a number of other features of “* National 
Superannuation ” suggest that the Labour Party now takes a defeatist 
attitude towards the long-term possibilities of staving off inflation. But these 
failings are not, of course, endemic in the principles of State superannuation. 
The fact that Government spokesmen have concentrated their fire on this 
one aspect rather than question the desirability of State superannuation as 
such suggests that their own thinking at present is running along broadly 


similar lines to that of the Opposition. 
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This suspicion is reinforced by a number of other clues. Mr Macleod, 
the Minister of Labour, who is directing the Government’s researches on 
the subject, went to Germany in the early summer to discuss with members 
of Dr Adenauer’s administration the workings of the new German state 
superannuation scheme, which served to some extent as the model for the 
Labour Party’s proposals. Remarks have been attributed to certain mem- 
bers of the Government to the effect that the Labour Party might come 
back from its swim to find that its clothes had gone. The Chancellor of the 
Exchequer on the other hand is believed to have doubts about the wisdom of 
such emulation. Speculation on what the Government will eventually decide 
is necessarily hazardous, but at present the weight of such evidence as is 
available suggests that the Government may indeed be planning to steal 
Labour’s thunder and save the next election by introducing a scheme broadly 
similar to that set forth in ‘‘ National Superannuation ”’. 

It therefore needs to be emphasized at this stage that Labour’s model is 
by no means the only possible one on which to build a nation-wide system of 
superannuation. Indeed, there is no reason why such a system should 
necessarily be State-run at all. An alternative would be to introduce legisla- 
tion making it obligatory for all employers to set up superannuation schemes 
for their workers by a given date. Details could be drawn up with the 
insurance companies—who, since their own future is at stake, would surely 
give their full co-operation. 

It would be necessary for such a plan to lay down certain standards to 
which all schemes must conform, the most important condition being that 
all benefits should be fully transferable. ‘There are two main ways of pre- 
serving pension rights—by “ transfer value ”’ or “‘ cold storage ’’. Under the 
first, a sum representing the value of principal and accrued interest in the old 
scheme is used to buy similar rights in a new scheme ; under the second, 
deferred benefits are given to the employee to exercise when he retires. 
Either of these systems would be acceptable. But the details of transferability 
would have to be left to the companies themselves to work out. The biggest 
problems that would arise would probably be the treatment of the casual 
labourer (prominent in farming and building) and the small employer 
(prominent in such trades as catering, distribution and agriculture). It 
might be found necessary in such cases to have recourse to a limited and 
compulsory State scheme—just as the State is called in to fix minimum 
wages in those few industries where collective bargaining is inapplicable. 

At first sight this may seem to parallel the state of affairs envisaged in 
‘* National Superannuation ”’, of workers having the right to opt out of the 
State scheme if their own employers operate more generous schemes, 
provided these are approved by the Government. There is, however, all the 
difference in the world between a vigorous proliferation of private schemes 
with a State scheme available as a last resort for hard cases, and an all- 
pervasive State system with a luxury fringe of private schemes surviving by 
special licence. The former clearly involves a smaller Exchequer contribution, 
and is surely more in line with the central tradition of Conservative thinking. 
‘‘ National Superannuation’”’ envisages three-quarters of the working 
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population inside the State scheme and one-quarter in private schemes. The 
Conservative plan could aim roughly at a reversal of these proportions. 

How could such a system be fostered ? In some countries, notably the 
United States, the motive force in spreading pension schemes through 
industry has come from the trade unions. Unfortunately, the British trade 
unions are still too mesmerized by the pursuit of wage claims to have shown 
much interest in “ fringe benefits” such as pensions. In the United States 
today nearly 60 per cent of all unionized workers enjoy pension rights nego- 
tiated between unions and employers, compared with only 5 per cent in 
1946. These have grown up side by side with the comprehensive federal 
superannuation scheme dating back to the 1930s. Admittedly, the federal 
scheme is on a fairly modest scale: benefits amount to 1? per cent of national 
income compared with 3 per cent in the case of the UK national insurance 
scheme, an estimated 4 per cent in the Labour Party’s proposed superan- 
nuation scheme in its first year, and 7 per cent in the new German scheme. 


Welfare Capitalism or Welfare State 


There is as yet no sign that the British unions, except in certain isolated 
cases, are willing to apply their vast industrial bargaining power to extract 
pension schemes from employers. There are exceptions: the miners have an 
excellent scheme jointly administered by the Coal Board and the union, and 
the dockers have been pressing for a similar scheme without success for some 
years. But by and large the unions prefer to seek such schemes by political 
pressure applied through the Labour Party. This, of course, is the difference 
between welfare capitalism and the Welfare State. Now that the Labour Party 
is ofhcially committed to a nation-wide scheme of superannuation, there is 
little incentive for unions to campaign for schemes in particular industries. 

Union indifference has not, however, prevented a rapid growth of super- 
annuation schemes in British industry. In 1936 about 1.8 million workers 
were covered by such schemes. In 1951 the number had risen to 6.3 millions, 
3.9 millions in private industry and 2.4 millions in the Government and 
other public services (civil service, local government, teaching, National 
Health Service, police, fire service and coal-mining). Today about 84 
millions out of a total working population of 23 millions are in superannuation 
schemes, 54 millions of these being in private industry. Of these about 3 
millions are probably in self-administered schemes and 2} millions in life 
office schemes. ‘Total contributions to occupational pension schemes in 
1956 have been estimated at £300 millions, probably split fairly evenly 
between schemes run by the life offices and privately administered schemes. 
In addition, premiums to life offices on individual business appear to have 
reached £380-£390 millions. Socialist writers have developed a concept 
of “‘ two nations in retirement ’’, contrasting the expectations of this fortunate 
84 millions with the remaining 144 millions who presumably have nothing 
but their meagre national insurance pension on which to face retirement. 

The main incentive for the expansion of pension schemes in industry has 
come not from employees or Government, but from the need to attract, and 
even more important, to retain, scarce manpower. It is the postwar labour 
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shortage which more than anything else has stimulated industrial super- 
annuation. As a result, practically all the schemes in private industry (unlike 
some of the public schemes) are non-transferable. ‘The effect, designedly, 
has been to slow down the mobility of labour—to the detriment of the 
economy as a whole. Pension schemes have also given large firms a special 
advantage in attracting manpower, and have handicapped those industries, 
such as building and agriculture, where the unit of production is small, 
Table I shows, as one would expect, that pension schemes in manufacturing 
industry are everywhere more prevalent among the larger firms. 

If superannuation schemes in industry were to continue to expand at the 
present rate, it might be argued that the need for any sort of national legis- 
lation would soon disappear. But in fact, of course, the rate of increase must 
soon begin to slow down. There is obviously a very large hard core of firms 
and industries where opportunities for such schemes, failing some sort of 
State intervention, are extremely limited. And quite apart from this, some- 
thing must be done to prevent private pension schemes from restricting 


labour mobility. 


TABLE I 
INDUSTRIAL PENSION SCHEMES 
. Works Schemes Staff Schemes 
‘+ (Wage Earners) (Salaried Workers) 
Small Firms* Large Firms* All Firms 
Per cent of firms with schemes 
Food and drink ke oa 53 75 84 
Engineering .. ee - 44 61 80 
Chemicals and glass ind 31 60 72 
Textiles and clothing - 14 50 84 
Miscellaneous manufacturing 50 65 73 
Average ‘is ae 41 63 79 


* Small firms are taken as those with under 500 employees. 
Source: Industrial Welfare Society. 


But the most pressing reason for some action by the State in this field is the 
alarming condition of national insurance. While private pension schemes 
have been going from strength to strength, the great gales of inflation have 
been driving the Beveridge-based national insurance scheme with ever 
increasing rapidity on to the rocks. There is no longer any real disagreement 
about the failure of the Beveridge scheme. Its author himself has described 
it as ‘‘ out-of-date”’. The clearest evidence of its shortcoming is the fact 
that there are at present 14 million old people drawing national assistance, 
five-sixths of whom are also in receipt of national insurance pensions. Yet 
despite the generally admitted inadequacy of the State pension, the fund is 
beginning to run into current deficit. Even assuming that pensions stay at 
their present level, a deficit of £145 millions is expected by 1960, rising to 
£295 millions by 1970 and £454 millions by 1980. 

Any increase in pension rates—and there is bound to be an increase within 
the next year or so—will tend to widen the gap; for in order to be self- 
supporting the increases in rates of contributions would have to be large 
enough to cover the extra contributions for past years needed to support the 
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higher levels of pensions. The fact that this criterion has not been met in the 
two increases in rates since 1946 is the main reason why the insurance fund 
has run into deficit earlier than expected. An eventual deficit, it may be 
recalled, was written into the scheme by the calculation of contributions and 
benefits on the assumption that all recipients contributed from the age of 
16—while in practice full pensions are now being paid to people who have 
contributed for only ten years. 

The actuarial element in the existing State pension scheme is thus becoming 
progressively smaller, and pensions are increasingly becoming a direct charge 
on the Exchequer. The fact is that so long as contributions are levied at a 
flat rate, the rates must be fixed at a level which the poorest can afford, and 
it is extremely difficult politically to raise them fast enough to keep the fund 
solvent in an inflationary period. A second basic defect in the Beveridge 
scheme is that pensions are payable on retirement, and the earnings rule 
discourages men over 65 and women over 60 from continuing in employment. 
This, in a period of labour shortage, is an absurdity. 


Less Inflationary than Beveridge ? 


There is, therefore, an overwhelming argument for replacing the Beveridge 
system by some form of superannuation scheme or schemes, in which 
contributions and pensions are both proportional to earnings—t is a consider- 
able step forward for the Labour Party to champion such an apparently 
anti-egalitarian measure—and in which pensions are paid as of right after a 
certain number of years’ contributions, whether or not the contributor is still 
working. ‘There will be little criticism, either, of the Labour Party’s pro- 
posals to fuse the present national insurance fund with the projected super- 
annuation fund. Obviously it is impractical to deny some increase in pensions 
to those who will retire in the next few years. On the other hand if full 
pension rights are accorded straight away under the new scheme the fund will 
founder at once, and “ superannuation” will become a mockery. The 
Labour Party’s compromise is to give everyone a flat-rate pension of £3 a 
week, plus a differential payment based on his contributions to the super- 
annuation fund—and also, as noted below, on national average earnings 
throughout the pensioner’s working life. In the early years this differential 
element will be small, as Table II shows. It will not be until the year 2000 
that the average worker earning {£12 a week at current rates will be able to 
retire on half-pay. 

This is not the place to discuss the Labour Party’s plan in detail. But the 
two paramount questions may be asked. First, will the scheme, in fact, 
provide adequate pensions? Second, will it have a net inflationary or defla- 
tionary effect? The answer to the first question must be a qualified affirma- 
tive. The document contains two devices for ensuring that pensions retain 
their value in an inflationary society and share in the benefits of a richer one. 
The first, borrowed from the German scheme, provides that when a con- 
tributor’s pension rights are determined at the designated age, his whole past 
contribution record is re-assessed to allow for the rise in average national 
earnings since he began to contribute. Thus, if national income had risen 
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by 25 per cent, say, whether in real terms or merely in money terms, the 
pensioner’s past contributions would automatically appreciate in value by 
that amount, and his weekly pension would be assessed accordingly. The 
second device is a periodic adjustment of pensions paid for rises in the cost 
of living since the date of assessment. 

Pensions, then, would be to a considerable extent “ inflation-proof’’. But 
what of the scheme itself ? This is a very hard question to answer, in view 
of the many imponderables involved. At first sight the scheme is com- 
mendably conservative—especially by comparison with the German scheme. 
Whether it can be kept so in practice is another matter. On the basis of 
employers’ contributions amounting to 5 per cent of wages, workers’ con- 
tributions of 3 per cent and an Exchequer contribution of 2 per cent— 
this is the basis suggested by the technical sub-committee headed by 
Professor Richard Titmuss, though the Labour Party executive stresses 
that it is not committed to these figures—it is estimated that the fund 
should accumulate a surplus of £385 millions in its first year and £280 
millions (allowing for a substantial investment income) by 1980. The 
detailed estimates of the sub-committee are shown in Table II. 

But the accounting estimates do not purport to represent the expected net 
contribution to real saving in the economy. ‘Taking account of the impact of 
the scheme on other Exchequer social service payments, and of the effect of 
tax concessions on contributions, the sub-committee estimates that the real 
net saving in 1960 would be £335 millions. However, this is based on the 
assumptions that the whole of the increase of £300 millions in employers’ 
contributions will be passed on in higher prices—involving no loss of cor- 
porate savings—and that the higher payments by employees will involve no 
decline in their savings. On these rosy hypotheses the sub-committee expli- 
citly concludes that the fund is unlikely ever to be in deficit. 

It comes as something of a shock to turn from the bland optimism of the 
technical experts to the frank realism of the politicians. In its section of 
the policy document—the only part which the Labour Party conference will 
be asked to approve—the Party executive gives a blunt warning that the 
fund might well be in deficit by the 1980s unless workers and employers were 
willing to make further increases in their rates of contribution. Since this 
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section of the report contains no arithmetical calculations it is impossible 
to tell on what particular point the politicians are differing from the experts. 
But experience suggests that the politicians have reason for their scepticism. 

Whatever the theoretical impact of the scheme as at present set out, in 
practice there are likely to be three major inflationary influences. First, to 
the extent that employers pass on their increased contributions in higher 
prices and thus avoid encroachment on their savings, they are likely to 
intensify demands for higher wages—which will have been provoked by the 
increases in employees’ contributions themselves. To the extent that wages 
rise or retained profits fall the net saving achieved by the fund will be frus- 
trated. ‘This is in many ways the 64 dollar question on the scheme’s viability. 
At the Press conference on the publication of ‘‘ National Superannuation ”’, 
Mr R. H. S. Crossman candidly admitted: ‘“‘ The wage-earners can wreck 
this scheme ’’. Indeed they can. 


TABLE II 
LABOUR’S PENSION SCHEME—THE ACCOUNTING SURPLUS 
(£ millions) 


1960 1970* 1980* 

Income from: 
Employers .. - ae . sa bs 459 478 481 
Workers... - ie ‘7 292 304 306 
Self-employed and unemploy ed .. - aa 102 106 107 
Government ; ne fi i 278 289 291 
Interest oe oe ‘ct ‘A ea - 29 170 300 
Total ic - ro .. 1,160 1,347 1,485 
Pension paymentsft . “a “2 ‘2 775 983 1,203 
of which differential element “a - ig 0 37 130 
Surplus .. es 385 364 282 
Expected deficit on present National Insurance Fundt -145 —295 —424 
Apparent saving on Labour’s scheme - is 530 659 = 








* Assuming constant prices and productivity; any rise in prices or real income 
would tend to augment the current surplus in the fund. 

+ Allowing for £,3-a-week flat-rate pension. 

t Assuming no increase in existing pensions. 


Secondly, the saving achieved by the national superannuation fund must 
be weighed against the decline in saving that will result from the winding-up 
of many of the private schemes—and it will probably be the actuarially 
soundest (and therefore most deflationary) which will find it most difficult to 
compete in attractiveness with the State scheme. In any case all private 
schemes are fully funded, whereas the proposed State scheme (reasonably 
enough from the standpoint of justice to the pensioner) would not be; there- 
fore the switch itself is likely to involve a reduction in net saving by existing 
contributors. 

Finally, perhaps most important, there is the political factor. ‘The scheme 
as envisaged is a commendably austere one. But once transferred to the 
hustings how long can it remain so? It is significant that the Labour Party 
executive has so far declined to commit itself to any of the figures in the 
technical sub-committee’s report except an immediate {1-a-week rise in 
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existing pensions. ‘This is probably the main reason for the executive’s 
caution on the financial viability of the scheme. It is doubtful whether the 
average middle-aged voter yet realises how little the scheme in its present 
form will give him or her personally. The trouble is that those who will 
reap the full benefit of it are hardly yet pension-conscious, and, indeed, in 
many cases not yet politically conscious. ‘There would almost certainly be 
pressure in the early years for an improvement in the pensions payable 
before the scheme is fully viable, and for a sharpening of the built-in redis- 
tributive element, which is at present modest. 

For these and other reasons one must feel some scepticism about the 
ability of the Labour Party’s scheme to pay its way. But there is no doubt 
at all about its being a great improvement on the present national insurance 
fund—and in its present form it is probably about as good as an all-embracing 
State scheme can hope to be in a modern democratic State with two evenly- 
balanced parties continually bidding against each other for votes. At the 
same time, any comprehensive State scheme must tend to discourage private 
saving, and is likely to set off at least indirect inflationary pressures. Instead 
of trying to outbid the Socialists in their own coin, the Government should 
work on the alternative approach of encouraging the wider spread of private 
schemes. 





An Artist's Sketchbook: No. 46 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Mayfair 


demolished and after so much has already been changed beyond 

recognition, it is good to know that one of its few remaining 
Regency buildings has been the subject of careful preservation. The 
building now numbered 39 Brook Street (earlier it was No. 50) houses on 
the ground floor the newest West End branch of Barclays Bank, and the 
alterations made by the bank’s own architectural department have been 
carefully designed to conform to the rest of the structure. 

This is a house possessing not only architectural quality, but historic 
interest. It is also haunted—a somewhat unusual feature to be associated 
with the banking fraternity. Sometime around 1820 it was the residence 
of Sir Jeffrey Wyattville, a contemporary of Nash, perhaps best known for 
the substantial amount of remodelling he undertook at Windsor Castle. 
Not far away, at what is now number 25, was the residence of Handel. 

Barclays Bank takes up only the lower floor, the rest of the house being 
occupied by a famous firm of antique dealers and interior decorators, and 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


it is here that most of the ghostly visitations have taken place. Sounds of 
fighting and brawling have been heard on the top of a staircase and the 
sound of a body falling down them, although nothing was to be seen. 
Shadowy figures have been felt passing along corridors and, on the ground 
floor, in the rooms now occupied by the bank, a spectral hand was felt on 
a shoulder. All this, of course, raises the query not only of what the 
apparitions hope to achieve by their visits but of whether, indeed, they will 
continue as unsought-after customers of the bank. The Barclays staff 
watch anxiously in their new surroundings for unorthodox signs of Adam 
Smith’s invisible hand. 
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Taxation of Overseas 


Profits 


By GEORGE WHILLANS 


HE most important change financially, and the most complex 

legally, in this year’s budget proposals was the general exemption 

from United Kingdom taxation of the trading profits of a new 

class of ‘“‘ Overseas Trade Corporations’’. The passage of the 
Finance Act now permits assessment of the precise working of this innovation 
in British fiscal practice, which differs at some points from the recommen- 
dations of the Royal Commission. 

Hitherto, a company controlled in the United Kingdom has been liable 
to tax on the whole of its income irrespective of whether this income was 
derived from sources within the United Kingdom or not (though subject 
to relief for tax paid to overseas governments) and irrespective of whether 
the income was remitted to this country or not. This has placed a number ot 
companies trading overseas, and in particular rubber companies and mining 
companies, at a disadvantage compared with their foreign competitors ; 
merely because their directors meet here these companies have been deprived 
of the benefits of low overseas tax rates, even where these have been specially 
offered to encourage “ pioneer ’’ companies. 

The general effect of the new legislation is to exempt overseas trading 
profits from United Kingdom income tax and profits tax, and to exempt 
dividends paid out of such profits where these are paid to non-resident 
shareholders. ‘To take advantage of this new legislation companies must 
qualify as overseas trade corporations; these have been put on more or less 
the same footing in the treatment of their trading income as companies 
controlled abroad—which have always been exempt from United Kingdom 
tax on their overseas income. 

Certain classes of businesses are automatically disqualified as overseas 
trade corporations. ‘These include banking, the provision of credit facilities 
(including hire purchase), dealing in securities, insurance, shipping and air 
transport. Companies trading in the Republic of Ireland are also auto- 
matically disqualified. 

In other fields, in order to qualify as an overseas trade corporation a 
company must be carrying on the whole of its trade outside the United 
Kingdom. If a company that is carrying on its business abroad does 
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engage in minor activities in this country, its status will depend on whether 
those activities are deemed to be merely incidental to the carrying on of 
the trade abroad, or themselves represent the carrying on of trade in the 
United Kingdom. A company will not be disqualified as an OTC merely 
because it sells goods in this country if such goods are sold through an 
agent or broker on terms that are customary in that particular trade; it 
will be disqualified if it has a fixed establishment or selling organization 
over here. Similarly, purchase of goods in the United Kingdom will not 
debar the company as long as the purchaser takes delivery of the goods on 
board ship (or aircraft) and does not bear any charges incurred in this 
country or arrange for warehousing of the goods here. 

A parent company can be regarded as an overseas trade corporation even 
though it is not carrying on a trade abroad. The essential. qualifications 
are that the parent company must not be carrying on any trade and must - 
have at least one subsidiary company that itself qualifies as an overseas trade ° 
corporation. But if such a parent company has one or more subsidiary 
companies controlled in the United Kingdom that do not qualify as overseas 
trade corporations, the parent company cannot then qualify. 


Where OTC Status Hinders 


Circumstances can arise, as detailed below, where it does not benefit a com- 
pany to be treated as an overseas trade corporation. The company can 
then elect to be treated on the old basis as from the first year in which it 
qualifies as an overseas trade corporation. If a company that has already 
been treated as an OTC for some years wishes to revert to its original status, 
it may do this by application to the Inland Revenue. The Commissioners 
must refuse such an application if it appears that the sole or main benefit to 
be derived is that for the year of change the company will have a trading 
loss which it wishes to set off against its investment income. If a company 
succeeds in exercising this option, it can later return to its OTC status on 
application to the Commissioners. 

The trading income of an overseas trade corporation is to be exempt 
from United Kingdom taxation, but the company will remain liable to tax 
on its investment income, if any, irrespective of whether this income is 
derived from sources within or outside the United Kingdom. This 
differs slightly from the treatment of a non-resident company, which would 
be exempt on its overseas trading income and also on its investment income 
arising outside the United Kingdom, but remain liable to United sate 
tax on any investment income arising in this country. 

This provision for OTCs provides one of the reasons why it may not be 
advantageous for a company to be treated on the new basis—where, for 
example, a company has investment income but its overseas trading activities 
show a loss. In the past, such a company has been able to set its trading 
losses incurred overseas against its investment income and obtain relief 
from both income tax and profits tax. In the future a company treated as 
an overseas trade corporation will not be permitted to make a claim for such 


marrying. 
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Another case in which OTC status may be declined is where a loss is made 
by one member of a group of associated companies. Under the Finance 
Act, 1953, a payment by a parent company making a profit to a subsidiary 
to cover a loss is regarded as a trading receipt in the hands of the recipient 
company and a trading expense in the accounts of the paying company, 
marking a relief in the total tax liability. Overseas trade corporations are to 
be outside the scope of such arrangements. 

Another possible disadvantage of treatment as an OTC is that, since 
trading profits are not subject to United Kingdom tax, there can naturally 
be no relief through capital allowances. ‘The treatment of these allowances 
has necessitated numerous provisions; their general effect is to place the 
overseas trade corporation in the same position as a non-resident corporation. 
The provision contained in the Finance Act, 1954, whereby the investment 
allowance already given to a company may be withdrawn if the capital 
asset concerned is sold to a non-resident is extended to apply to overseas 
trade corporations ; sales to such corporations will be treated in the same 
way as if the asset had been sold to a non-resident company. 

Overseas trade corporations are excluded also from the special treatment 
accorded to associated companies in a group. Normally, when a capital 
asset is transferred from one company to another within the same group, it is 
possible to claim that there will be no balancing charge or balancing allow- 
ance made, and the capital allowances of the company making the transfer 
can remain undisturbed, on the condition that the company taking over the 
asset takes in the transferor’s written down value as the starting point for 
future capital reliefs. An OTC cannot be a party to any such arrangements. 


Investment Income and Dividends 


An overseas trade corporation is to be exempt from profits tax as well as 
income tax on its trading income. That part of any dividend that is deemed 
to arise out of the trading income will not be regarded as a distribution for 
profits tax purposes and thus liable to profits tax at the higher rate. If any 
such dividends are received by another company, the receiving company 
will not be allowed to regard such exempt portion of the dividend as part 
of its franked investment income. 

Dividends paid by OTCs are to be regarded as being derived in given 
proportions from trading income and investment income, as separately 
computed. For this purpose the usual principles of accountancy must be 
applied in the same way as when computing the amount of profit to be 
assessed under Case I of Schedule ‘“‘D”’. In certain special cases, invest- 
ment income can qualify for treatment as trading income, free from tax. 
This applies, for example, where there are two associated companies that 
are both OTCs. If one such company receives a dividend from the other, 
the receiving company can include that part of the dividend deemed to 
arise from the exempt trading income of the paying company as part of its 
trading profits. 

When computing the amount of trading income, no deduction will be 
allowed for overseas income tax nor for any taxes of a similar nature; but 
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a deduction will be made for part of the net annual value of any property 
in the United Kingdom if part of that property is used for the purposes of 
the overseas trade. 

For the purpose of computing the amount of investment income, no 
deduction will be allowed for any taxes paid abroad by the overseas trade 
corporation; but, on the other hand, the dividend will not be grossed up 
to take into account the overseas taxes borne by the company on its profits. 
Thus the amount to be included will be the dividend that is actually declared 
payable abroad. If there is any property assessable under Schedule “‘ A ”’ 
the amount to be included will be the net annual value plus any excess rents 
assessment but less any property maintenance relief. Interest, annuities, 
and any other annual payments made are to be deductions from the invest- 
ment income and not from the trading income. 

Dividends paid by OTCs, as noted above, will be deemed to be derived 
in separate parts from trading income and investment income. That part 
derived from investment income will be paid out of income that has already 
borne United Kingdom tax, while the part deemed to be paid out of the 
trading income will have borne no UK tax. The company must account 
to the Revenue for the amount of tax attributable to that part of the dividend 
payable out of the exempt trading profits and must deduct tax at the full 
standard rate from the whole of the dividend. This will not affect the 
shareholder in the United Kingdom, as he would be liable to United Kingdom 
tax on the whole of the dividend even if the company were regarded as 
resident in the United Kingdom for tax purposes or not treated as an OTC. 
A non-resident shareholder, however, will benefit because he will be able 
to reclaim the tax attributable to that part of the dividend paid out of the 
overseas trading profits. 'The non-resident shareholder will continue to be 
liable to United Kingdom tax on that part of the dividend deemed to be 
derived from the company’s investment income. 

The United Kingdom tax on dividends paid by an overseas trade cor- 
poration may be adjusted under provisions for double taxation relief. The 
treatment will be similar to that applied to United Kingdom companies 
taxable on their full profits, which receive an allowance giving a credit for 
taxes paid abroad. This reduces the effective rate at which the company 
bears United Kingdom tax; but although the dividends are paid less tax at 
the full standard rate, a shareholder not liable to tax cannot obtain a tax 
refund at a rate in excess of the effective rate. A reference to this restriction 
under section 350 of the Income Tax Act, 1952, is made on the dividend 
warrants. 

A similar limitation of refunds will arise on dividends paid by overseas 
trade corporations. When the OTC pays a dividend partly out of its 
exempt trading income, a calculation will be made to ascertain what relief 
it would have received if the amount of trading income thus distributed 
had been charged to United Kingdom tax and allowed full double taxation 
relief. ‘This will give the basis for calculating the effective rate applicable 
to the dividend declared, and repayment of tax cannot be claimed in excess 
of that rate. 
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AMERICAN REVIEW 








developments on the domestic or 

international fronts, sentiment on 
Wall Street seldom turns with such 
rapidity as it did between early July 
and August this year. In July, it will 
be recalled, the market seemed con- 
vinced that inflation would persist and 
that there would be a continued natural 
rise in ‘growth stocks ’’—although 
many of these were then looking a 
little top-heavy. ‘The Dow Jones In- 
dustrial average closed on July 12 at 
520.77—within a few decimal points of 
the peaks reached in April and August 
of 1956; and there seemed to be no 
halting place in sight. Yet, within a 
few days after the turn of the month, 
the Dow average had dropped below 
500 and by mid-August there was a 
growing suspicion that it would test the 
year’s low point of 454 before it could 
recover convincingly. 

From mid-August the assumption of 
virtually automatic growth on Wall 
Street gave way to a mood in which 


i the absence of really unnerving 


many anxious investors sought advice, 


on the possible limits of a new bear 


market. Unless the economy is expand- | 


ing strongly, yields of about 3? per 
cent on first-class industrial stocks look 
a little out of place against the yardstick 
of Treasury “longs”’ offering 4 per cent 
or over. It was that belated recognition 
rather than any direct shock that hit 
Wall Street so heavily last month. 

It is also true that the authorities 
made their own particular contributions, 
direct and indirect, to the change of 
tone in the markets. For example, Mr 
William McChesney Martin, chairman 
of the Federal Reserve Board of 


Governors, was decidedly forceful in 
his defence of the “ tight money ”’ 
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policy in testimony before the House 
Banking and Currency Committee. He 
would make no concessions to the vogue 
of economic expansion through “ creep- 
ing inflation’? and he was somewhat 
scathing to those advocates who believe 
that a new problem of “ wage-induced 
inflation’ makes monetary policies 
obsolete. “‘ Policy ”’, he said, “‘ stricken 
of all verbiage, whether it be against 
wage inflation, cost inflation or credit 
inflation, to me is just a commonsense 
recognition of the fact that there are 
economic conditions which cannot be 
sustained and borrowed money is not a 
means of sustaining them ”’. 


Discount Rate Conflict 


Perhaps even more forceful than Mr 
Martin’s personal comments was the 
evidence that the Democrats’ campaign 
against ‘‘ dear money and high prices ”’ 
was not holding the popular appeal 
with which it had been credited. And 
as a further reinforcement to sobriety 
came the news that another round of 
increases in interest rates was under 
way. Early last month, following an 
increase in the commercial banks’ prime 
loan rate from 4 per cent to 44 per cent, 
four of the Federal Reserve banks 
raised their re-discount rates from 3 to 
34 per cent. ‘This move was quickly 
followed by six other Reserve banks, 
although two— including, exceptionally, 
New York—held out for a full fortnight. 

Clearly, the upward movement of 
short-term yields in the bond market— 
with the Government conceding a 4 per 
cent coupon on short-term debt—had 
left the banks’ prime loan rate out of 
alignment and the Federal Reserve's 
re-discount rate, which has long ceased 
to have any penal impact, well di- 











vorced from reality. In mid-August, 
the Federal Government paid 4.17 per 
cent on the special offer of $1,750 
millions of 237-day ‘Treasury bills and 
nearly 34 per cent onthe regular weekly 
sale of three months’ bills—a high 
point since the early ‘thirties. 

However, as New York’s hesitation 
to follow the general lead to a higher re- 
discount rate boldly illustrates, the belief 
persists in some quarters that business 
needs very little discouragement before 
the present, almost-neutral, trend of 
industrial production would turn de- 
cisively downwards. Early indicators 
for the autumn do now suggest that the 
prospect is of a rather lower level of 


general activity than seemed probable 
recently. Some “ spottiness ”’ in prices 
has emerged, sales and new orders have 
been below some expectations. Short- 
term production rates both for steel 
and motors are still rather uncertain. 

Here is another factor—and this time 
quite a solid one—in Wall Street’s 
reassessment of trends. But once the 
Reserve Board governors were to judge 
the economic situation to be as delicate 
as some other observers to-day believe 
it to be, the swing towards remedial 
monetary measures would be imme- 
diate and vigorous. ‘Their own assess- 
ment was given with the rise in the 
re-discount rate. 


American Economic Indicators 





1957 
1954 1955 1956 
Apr May June July 
Production and Business: 
Industrial production (1947-49 = 100) 125 139 143 143 143 144 144 
Gross private investment (billion $).. 48.0 60.6 654 — 65.0 — ooo 
New plant and equipment — $) 26.8 28.7 35.1 — 37.33 — — 
Construction (billion $) 39.6 44.6 46.1 46.7 46.9 47.2 46.4 
Housing starts (000 units) 101.7 110.7 93.2 92.0 102.0 97.0 96.0 
Business sales (billion $) 47.4 52.3 54.8 56.4 56.8 566 — 
Business stocks (billion $) : 75.5 81.7 89.1 90.1 90.6 908 — 
Merchandise exports (million $) 1,259 1,296 1,590 1,860 1,811 1,782 — 
Merchandise imports (million $) a 851 949 1,051 1,118 1,102 983 — 
Employment and Wages: 
Non-farm employment (million) 48.4 50.1 51.9 52.6 52.7 52.8 52.8 
Unemployment (000s). . 3,230 2,654 2,551 2,690 2,715 3,337 3,007 
Unemployment as % labour force 5.0 4.0 3.8 4.0 4.0 4.8 4.3 
Hourly earnings (mfg) ($) 1.81 1.88 1.98 2.05 2.06 2.07 2.08 
Weekly earnings (mfg) ($) 71.86 76.52 79.99 81.59 81.78 82.8 82.99 
Prices: 
Moody commodity (1931=100)4 Fish 7h) AAR AML 406417424431 
Farm products (1947-49 = 100) .. 95.6 89.6 88.4 90.6 89.5 90.9 92.7 
Industrial (1947-49=100) _.... 114.5 117.0 112.2 125.4 125.2 125.2 125.6 
Consumers’ index (1947-49 = 100) 114.8 114.5 116.2 119.3 119.6 120.2 — 
Credit and Finance: 
Bank loans (billion $) .. - 70.6 82.6 90.3 91.0 91.2 933 — 
Bank investments (billion $) .. 85.3 78.3 74.8 74.0 73.7 72.0 — 
Bank loans (partial) (billion $) 22.4 26.7 re ae 31.1 32.5 31.7 
Consumer credit (billion $) 32.3 38.7 41.9 41.0 41.7 42.2 — 
Treasury bill rate (%).. - aa te 2.66 3.11 3.04 3.32 3.17 
US Govt Bonds rate (%) “4 ~~ ae aa ca 3.42 3.55 3.58 
Money supply (billion $) : 209.7 216.6 222.0 219.5 218.3 219.7 — 
Federal cash budget (+ or —) (mill $) -1,072 -740+5,524 — +3,296 — — 


Notes— Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals. Quarterly figures are shown in 
the middle month. 
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FROM ADEN TO TOKYO, wherever your Eastern travels take you, he will not be far away. 
He is the local manager of ‘The Chartered Bank. He is there to serve you—and no one 
is better qualified to do so. The Bank which he represents links East and West through 
a system of branches which extends to most:centres of commercial importance through- 
out Southern and South Eastern Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by wide knowledge and long 
experience of Eastern trade, travel and investment. In particular a highly effective 
credit information service and skilled assistance and advice are available to merchants 
and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. 
Agencies at New York and Hamburg. 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Germany and Paris Club—Provisional 
agreement was reached on a proposal to 
bring Germany within the scope of the 
multilateral trade and payments system 
at a conference of members of the 
“Paris Club” held in Rome at the 
beginning of August. Germany will join 
after Argentina has passed legislation 
dealing with German property in Argen- 
tina later this year. It was subsequently 
announced that Argentina intends to 
convene a second conference of the 
members of the club after the annual 
meeting of the International Monetary 
Fund in September. 


Power Concessions Revoked — ‘The 
Government has revoked two 1936 
decrees extending the concessions 
granted to Swiss and Belgian interests 
for electric power production in the 
Buenos Aires region early in the century, 
on the grounds that the 1936 extensions 
were invalid. ‘This has led to protests 
from Belgian and Swiss official quarters. 


AUSTRALIA 


More Flexible Import Controls—The 
Minister of Trade, Mr McEwen, has 
announced that the import licensing 
administration is being made more 
flexible to allow a more normal pattern 
of trade, but has also made it plain that 
there can be no general relaxation of 
import controls until it is possible to 
see how the 1957-58 export season is 
shaping. On: result of the new technical 
arrangem«nts will be to reduce dis- 
criminaticn against dollar goods in 
import licensing. 


New Banking Legislation—It has been 
stated that final drafting is proceeding 
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of the banking legislation which the 
Government is planning to introduce in 
the new Parliamentary session. ‘The 
legislation is expected to bring about 
the complete separation of the Common- 
wealth Bank’s ‘Trading Department from 
its central bank section and to replace 
the present procedure of special accounts 
for immobilizing part of the commercial 
banks’ liquid assets by variable minimum 
reserve requirements. 


Big Government Issue—The Govern- 
ment launched a cash and conversion 
loan for £A180 millions in August, to 
raise £A150 millions for covering the 
redemption of securities maturing in the 
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MR A. A. Q. DAVIES 
Chief general manager in South Africa, 
Standard Bank of South Africa. 











middle of the month and £A30 millions 
for meeting part of the cost of the 
1957-58 public works programme. 
Holders of the maturing loan were 
offered conversion into 5 per cent 
securities maturing in 1966 and 1975 or 
into 4 per cent bonds maturing in 1959. 
There was also a cash issue of these 
securities. 


AUSTRIA 


Denationalization— The Under-Secre- 
tary of the Finance Miunistry, Herr 
Withalm, has announced that about 20 
industrial undertakings that have come 
into the hands of the State as a result 
of the 1955 Peace Treaty are to be sold 
to private interests before the end of 
1957. ‘They consist of factories that 
were confiscated by the Allied occupation 
forces in 1945 as former German assets. 


BELGIUM 


Bank Rate Up—The Belgian Bank rate 
was raised from 34 to 443 per cent in the 
last week of July. The adjustment was 
stated to have been made partly because 
the earlier raising of the Dutch Bank 
rate was stimulating an outflow of short- 
term funds from Belgium into Holland 
and partly because it was feared that if 
the Bank rate stayed at 3} per cent the 
rising trend of money rates in the Bel- 
gian market might lead to an unwanted 
creation of credit by encouraging bor- 
rowing from the central bank. 


BRAZIL 


New Tariff Structure — Legislation 
establishing all import duties on a per- 
centage ad valorem basis was completed 
in the middle of August and was due ta 
take effect immediately. Under the new 
arrangements a considerable proportion 





of the foreign exchange needed by im- 
porters to finance purchases abroad will 
continue to be made available through 
the auctions, but some modifications of 
the system will be necessary. 


Impact on Exchange—The new law 
establishes two categories of imports. 
The first, the ‘‘ general category ’’, will 
include raw materials, capital goods, 
equipment, and the more essential con- 
sumer goods. ‘The second, the “ special 
category ’’, comprises less essential items 
and those of which Brazilian output is 
‘““ satisfactory ’’’. ‘To offset the increase 
in import duties under the new tariff, 
the new general category will enjoy a 
more favourable rate of exchange than 
that applied to goods of this type 
hitherto. ‘The Government has, how- 
ever, announced that there will be no 
general overhaul of the country’s foreign 
exchange system. 


CENTRAL AFRICAN 
FEDERATION 


Bank Rate Fixed—The Federation’s 
central bank has fixed a Bank rate, the 
first since it began operations early in 
1956. The rate is 44 per cent. Justifying 
this level, the Chief Cashier pointed out 
that the bank’s note issue had increased 
from a level of £15.2 millions to £20.5 
millions in the short period since it 
opened for business. 


CHILE 


Dollar Loans for Reserves—The fall 
in world copper prices has resulted in a 
marked deterioration in the country’s 
external payments. ‘To buttress the re- 
serves, loans totalling $40 millions have 
been obtained in Washington— $15 mil- 
lions from the US Federal Reserve, 
$124 millions from the International 
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Monetary Fund and the same amount 
from the US Export-Import Bank. 


Dollar Loans for Development— Two 
loans of a total value of $22 millions 
have been made to Chile by the World 
Bank to assist the development of the 
coal-mining industry. Both advances are 
for a term of 15 years and will bear 
interest at 5} per cent. 


COLOMBIA 


UK Suspends Cover—The UK Export 
Credits Guarantee Department last 
month suspended cover on new business 
with Colombia. ‘This was attributed to 
the tendency for the country’s com- 
mercial payments to fall substantially 
into arrears, and to the continuing un- 
settled outlook. 

New US Credits—Arrangements are 
stated to have been completed for 
credits from the United States to the 
value of $85 millions to liquidate the 
backlog of commercial debts. The bulk 
of the money is to be provided by the 
Export-Import Bank. 

Car Imports Curb— The Superin- 
tendent of Imports has announced that 
owing to the external payments crisis 
it will be impossible to grant applica- 
tions for import permits needed in con- 
nection with the plans of certain foreign 
enterprises to establish motor assembly 
and manufacturing projects in Colombia. 


DENMARK 


Trade Outlook—A Government state- 
ment reviewing the country’s economic 
outlook asserts that the implementation 
of Western European plans for a free 
trade area would place Denmark in an 
extremely serious position if they did 
not embrace agricultural products. The 
report draws attention to the continued 
deterioration in the country’s payments 
balance during the early months of 1957. 
Looking forward, it suggests that indus- 
trial exports will probably continue to 
expand but that, although agricultural 
exports are also likely to grow in volume, 
unfavourable prices may prevent any 
net expansion in earnings. 


FRANCE 


The Effective Devaluation — The 
French Government’s decision to bring 
about an effective devaluation of the 
franc by introducing a system of uniform 
import duties and export subsidies 
(which is discussed fully in our opening 


article) was quickly followed by the 
raising of the Bank rate from 4 to 5 per 
cent. As a further measure to restrict 
credit activity, the limits on the re- 
discounting facilities available to the 
commercial banks were reduced. 


Exchange Dealings Hampered—As 
foreign centres decided to deal in francs 
on the basis of a parity rate adjusted by 
20 per cent, whereas the Paris market 
continued to function on the basis of 
the old parity, foreign exchange arbitrage 
operations were difficult to conduct in 
the second half of August. 

Basic Wage Up—Immediately before 
the exchange measures, the Government 
announced its plans for reducing budget 
expenditure by some Frs 600,000 mil- 
lions a year in order to reduce pressures 
on the country’s economy. Following a 
new rise in the cost-of-living index, 
official sanction was given at the begin- 
ning of August for an increase in the 
basic minimum wage of 54 per cent. 


GERMANY 


Measure of Speculative Inflow—The 
importance of “‘ hot’’ money in the 
recent quickening of the gold flow to 
Germany is brought out by figures pub- 
lished by the German central bank. In 
the first half of 1957, Germany’s surplus 
of transactions in goods, services, dona- 
tions and capital amounted to the equiva- 
lent of $335 millions; but the inflow of 
gold and foreign exchange to the central 
bank reached $570 millions. In the 
single month of June, the inflow was 
$60 millions, of which only $14 millions 
was attributable to “‘ transactions’. In 
the first three weeks of July the German 
banks’ sales of foreign exchange to the 
central bank reached $190 millions. 


Discouraging Foreign Deposits—The 
movement of capital funds to Germany 
gathered additional momentum towards 
the middle of August. This was the 
result of widespread rumours that the 
devaluation of the franc would lead to a 
further re-alignment of international 
exchange rates, including the revaluation 
of the mark. ‘The issue is discussed in 
detail in our opening article and on 
page 559. To discourage the influx of 
‘“ hot money ”’ the German central bank 
raised the minimum reserve require- 
ments imposed on the commercial banks 
in respect of deposits held on non- 
resident accounts. 

Return of Dollar Assets—Agreement 
has been reached with the United States 
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authorities on the return to German 
ownership of assets in the United States 
seized during the war. It has been esti- 
mated that the amount involved is in 
the region of $185 millions. A Bill 
being introduced into the US Congress 
provides for the liquidation of the seized 
property and the transfer of the proceeds 
to the former owners. 


GHANA 


Central Bank Appointment—Mr D. F. 
Stone of the Bank of England has been 
appointed Deputy Governor of the Bank 
of Ghana; he will be in charge of the 
Issue Department. ‘The Governor is 
Mr Alfred Eggleston. 


GREECE 


British Bank Taken Over — Parlia- 
mentary approval has been obtained for 
a Government measure to permit the 
Commercial Bank of Greece to take over 
the business in Greece of the British- 
owned Ionian Bank. ‘To provide the 
money needed to complete the purchase, 
the central bank is to lend the Com- 
mercial Bank £635,000, repayable within 
three years. ‘The Greek assets of the 
Ionian Bank include a controlling interest 
in the Greek Popular Bank; the effect of 
the transaction will thus be to remove 
two important banks in Greece from 
British control. 


INDIA 


External Drain Grows—'The drain on 
external reserves caused by the adverse 
trade balance was accentuated during 
July by the transfer to Burma of Rs 100 
millions of the loan granted by the 
Indian Government in 1956, with the 
result that the sterling balances were 
run down by Rs 500 millions over the * 





month as a whole. This carried holdings 
of foreign securities available for backing 
the currency below the minimum of 
Rs 4,000 millions that the Reserve Bank 


has been required to observe. 


Lower Minimum for £ Balances— 
The Government therefore took advan- 
tage of a clause in the Act that allows 
the limit to be temporarily reduced to 
Rs 3,000 millions. Subsequently, the 
Finance Minister declared that the 
Government had no intention of abolish- 
ing or suspending the new minimum, 
since such a step might prove detri- 
mental to India’s interests. But he 
refused to say what the Government 
would do if the drain on reserves con- 
tinued to the point at which it became 
difficult to avoid breaking through this 
level. He has also declared that India 
would not impose a temporary ban on 
the remittance of profits since this would 
entail “‘ deviating from accepted stan- 
dards of international business morality ”’. 


No UK Loan—Attempts to obtain a 
loan from the UK authorities to but- 
tress the reserves are stated to have 
met with a “ discouraging response ”’. 
Seeking Higher Output—The Minister 
of Commerce has asserted that the 
Government intends to seek the answer 
to the problem of inflation in increased 
production of consumer and other goods. 
rather than in cuts in consumption and 
development spending. 

$90 Millions from World Bank—'The 
World Bank has undertaken to make 
four loans to India of a total value of 
$90 millions for assisting the programme 
for modernizing and developing the rail- 
ways. One loan will be in sterling, one 
in Japanese yen, one in Italian lire and 
one in US dollars and other currencies. 
The advances are for 15 years and bear 
interest at 52 per cent. 
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Export Credit Insurance—The cor- 
poration that is to provide insurance 
against export credit risks has been 
established with an authorised capital of 
Rs 50 millions and an issued capital of 
half that amount. 


Metric System—It has been announced 
that the metric system will take the place 
of all existing weights and measures at 
the beginning of April, 1958. 


INTERNATIONAL 
FINANCE CORPORATION 


The corporation has announced its 
second operation, an investment of 
$600,000 in Engranes y Productos 
Industriales, a Mexican concern pro- 
ducing industrial equipment, for the 
expansion of the company’s manufac- 
turing activities. ‘The investment will 
be in ten-year notes, half denominated 
in US dollars and half in pesos, carrying 
fixed interest at 7 per cent, but also 
further interest contingent on future 
profits and an option to convert 40 per 
cent of the notes into shares (which 
under IFC’s articles could be exercised 
only for re-sale). 


IRAN 


Oil Venture with Italy— Negotiations 
on the application of an Italian con- 
sortium for oil concessions in Iran out- 
side the concession area of the inter- 
national consortium were completed at 
the beginning of August and the formal 
contract signed. As soon as the agree- 
ment has been ratified by the Iranian 
Parliament, a joint Italo-Iranian oil 
company is to be established and ex- 
ploration of the concession areas will 
begin immediately. 


IRAQ 


Converting Sterling Reserves—The 
Finance Minister, Mr Ali Mimtaz, has 
announced that he is to ask the UK 
authorities to convert an additional £5 
millions of the country’s sterling holding 
into gold or dollars to achieve a greater 
‘‘ diversification ’’ of reserves. 


IRISH REPUBLIC 


Joins Bank and Fund—The republic 
has become a member of the Inter- 
national Monetary Fund and the World 
Bank. Its quota in the Fund has been 
fixed at $30 millions and its subscription 
to the capital stock of the bank at 300 
shares with a par value of $30 millions. 


ISRAEL 


Air Credit from Britain—A loan of 
£3.1 millions sterling has been obtained 
from a private United Kingdom source 
—understood to be Air Finance Ltd—to 
finance the purchase of British aircraft 
for Israeli airlines, at a total cost of £4.5 
millions. 


JAPAN 


Strain from the Boom—A Government 
survey blames the deterioration in the 
country’s balance of payments on 
over-rapid economic expansion. It 
asserts that the cause of the 1956 boom 
was a 30 per cent increase in exports 
and a 60 per cent increase in private 
investment. But because the additional 
demand on resources was greater than 
Japan could meet, shortages of essential 
items emerged while external spendings 
moved sharply ahead of earnings. ‘The 
report calls for closer co-operation be- 
tween the Government and private in- 
dustry in finding a solution for the 
financial crisis. 


Steps to Bridge Gap—A Council of 
Ministers has been set up to work out 
measures to restore equilibrium in the 
country’s external payments. ‘The meas- 
ures it has recommended include cuts in 
capital investment, the encouragement 
of private saving and a drive for an 
expansion of 15 per cent in exports. 
Steps have already been taken to save 
foreign exchange by curtailing imports 
of raw cotton and by asking the com- 
mercial banks to limit the total value of 
letters of credit granted to importers to 
$600 millions a month during the next 
few months. 


World Bank Loans—A loan of $7 
millions has been obtained from the 
World Bank to help to finance projects 
of water supply and power development 
in the Aichi region. 


Industrial Bank Restitution—It has 
been announced that as a result of 
arrangements made with the Japanese 
authorities for the restoration of UK 
rights and interests in the former In- 
dustrial Bank of Japan, application can 
now be made for restitution in respect 
of bearer shares that have been in unin- 
terrupted British ownership since De- 
cember 7, 1941. 


JORDAN 


Towards a Central Bank ? — The 
Government has decided to arrange for 
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the transfer from London to Amman of 
the Jordan Currency Board, the body 
that has the task of supervising the 
operation of the country’s currency 
system. It is expected that this move 
will later be followed by the establish- 
ment of a central bank to take charge of 
the note issue and other financial matters 
of national importance. 


World Bank Report—The report of a 
mission from the World Bank that 
visited the country recommends a ten- 
year capital development programme 
involving total outlays of US $118 mil- 
lions. The report estimates that rather 
less than half the cost could be 
financed from Government revenues if 
foreign aid did not fall below the 1955-56 
level. It calculates that the programme, 
together with increased private invest- 
ment, would bring about an increase in 
production of the order of 4 per cent 
a year. 


KENYA 
Aid Still Needed — The Finance 


Minister has declared that the colony 
has little hope of achieving financial 
independence before the end of 1959. 











It would therefore be necessary for 
application to be made to the United 
Kingdom for further financial aid at the 
beginning of 1958. 


MALAYA 


Britain’s Export Task—The UK Trade 
Commissioner in Malaya, Mr L. Bevan, 
has declared that Britain should con- 
tinue to dominate foreign trade in 
Malaya under independence in spite of 
the increased competition that was to be 
expected from Germany and Japan. He 
argued that Britain’s volume of trade 
should be maintained because of the 
long traditional association between the 
two countries, the familiarity of British 
traders with the local market and the 
high standard of British goods. 


CDC’s Investments—The Acting Eco- 
nomic Adviser to the Federation Govern- 
ment has announced that the UK 
Colonial Development Corporation will 
continue its existing investments in 
Malaya after independence and will also 
be able to increase the size of these 
investments as well as to _ provide 
management for entirely new enterprises. 
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Co-operative Central Bank—The Co- 
operative Movement is to create a 
“Co-operative Central Bank” to help 
the development of its activities. 


Government Loan Criticized — The 
Government launched a loan operation 
on the local market early in August 
designed to raise M $160 millions through 
the issue of a 5} per cent stock repayable 
in nineteen years. The terms of the loan 
were criticized in the market as inade- 
quate, it being pointed out that Malayan 
investors could currently earn rates 
ranging up to 6 per cent on overseas 
loans with provisions for tax-free in- 
terest. It was expected that the issue 
would be taken up largely by Govern- 
ment institutions. 


MOROCCO 


New Banks—Two new banks—the 
Banque Nationale and the Credit Foncier 
—have been formed, each with a capital 
equivalent to £1 million sterling. The 
principal function of the Banque Na- 
tionale will be to finance the develop- 
ment of new Government development 
projects (which include an _ extensive 
hydro-electric scheme) and the export 
trade. The Credit Foncier will provide 
credits for the modernization and de- 
velopment of the fishing and agricultural 
industries. 


NETHERLANDS 


Bank Rate Raised Again—The de- 
terioration in the country’s external 
payments was accentuated last month 
by the rumours of the coming re-align- 
ment of international exchange rates, 
which touched off a serious flight of 
capital from the country. ‘To discourage 
this outflow the Dutch authorities fol- 
lowed up the increase in Bank rate from 
3} to 44 per cent made in the third week 
of July by a further increase to 5 per 
cent in mid-August. 


NEW ZEALAND 


Tax Relief, Higher Pensions—In his 
budget statement for 1957-58, the 
Finance Minister, Mr Watts, announced 
personal tax relief, mainly in the income 
tax field, and increases in pensions of a 
total value of £13 millions. After allow- 
ing for these adjustments, ordinary 
revenue was expected to show a surplus 
of £1 million over estimated ordinary 
expenditure of £209 millions. The 
Minister put the cost of the capital 
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works programme for the year at £84 
millions, against £79 millions in 1956-57. 
All the money needed to cover these 
outlays with the exception of £8 millions 
was said to be “ in sight ”’ and there was 
a hope that part of the remaining gap 
could be bridged by external borrowing. 


PAYE — The Minister revealed in his 
budget statement that arrangements had 
been made for introducing a PAYE 
scheme for income tax at the beginning 
of April next year. 


External Strain Recurs — The 
Minister of Finance has announced 
that imports are again running at unduly 
high levels with the result that New 
Zealand would be fortunate if it managed 
to balance its external accounts during 
1957. ‘The Minister stated that the level 
of bank overdrafts was satisfactory. He 
admitted that Government spending was 
running at a high level, but pointed out 
that this was mainly because of rising 
development outlays. 


NORWAY 


Squeeze to Go On—A survey of the 
economy prepared by the Norwegian 
central bank declares that there is nothing 
to indicate that credit restrictions have 
had the effect of curtailing production. 
The report admits that industrial output 
was rising more slowly in the early 
months of 1957 than had been antici- 
pated by the national budget for this 
year, but it says that this was due 
mainly to “ natural factors ’’ such as the 
poor spring fishing. In justifying the 
continuance of the present monetary 
restraints on capital investment activity, 
the survey points out that the pressures 
on prices, the labour market and ex- 
ternal payments show clearly that there 
is still an excess of demand on the 
economic system. There could therefore 
be no possibility at the present time of 
revising the principles underlying the 
present system of restrictions on bank 
advances. 


PAKISTAN 


US Loans—The Finance Minister, Mr 
Amjad Ali, has stated that while he 
has been unable to negotiate a long- 
term agreement for the purchase of 
surplus US commodities by Pakistan he 
has arranged transactions for the current 
year involving 800,000 tons of wheat 
and rice. Pakistan has also secured two 
American loans—one of $24 millions for 
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financing the proposed Pakistan Invest- 
ment Corporation and another of $32 
millions for railway development. 


SOUTH AFRICA 


Economy’s Danger Points—The re- 
port submitted to the US ‘Trade Depart- 
ment by an American mission that 
recently toured the Union stated that 
South Africa provided “‘ a considerable 
potential market’ for private foreign 
investment, not only domestically but 
also ‘‘ as a catalyst for the impending 
industrialization of ne‘ghbouring Africa’’. 
But the report goes on to point out that, at 
the moment, the growth of industry in 
the Union is tending to proceed at a 
faster pace than the growth of consump- 
tion, that transport facilities are inade- 
quate and that there appears to be a 
lack of medium-term bank financing for 
many industries and business concerns. 
It also declared that the complexity of 
the inter-racial problem was a matter of 
serious concern to the business com- 
munity and that its solution would be a 
determining factor in the future develop- 
ment of the country’s economy. 

Imports Eased—Relaxations of import 
restrictions announced by the Minister 
of Economic Affairs, Dr Van Rhijn, will 
permit entry of an additional £4.5 mil- 
lions of consumer goods a year. 


SPAIN 


Bank Rate Up—The Bank rate was 
raised in the second half of July from 
4} to 5 per cent, its highest level since 
1938. The adjustment was made to 
reinforce the Government’s efforts to 
reverse the deterioration in the external 
balance of payments. 


SWEDEN 


Riksbank and Government — The 
Finance Minister has announced that 
guarantees have been obtained from the 
central bank that should ensure that 
there will be no danger in future of 
the central bank altering Bank rate with- 
out prior consultation with the Govern- 
ment. ‘This follows the increase without 
notification to the Government made by 
the Riksbank in July. 

Credit Exemption—The central bank 
has indicated that it is willing to see the 
ceiling on loans by the commercial banks 
fixed earlier in the present tight money 
phase, exceeded on the understanding 
that the banks grant sufficient credit to 
the building industry to enable the 
autumn housing construction programme 
to be carried out. It has also indicated, 
however, that its other tight credit rules 
must remain in force. 


TURKEY 


Soviet Credits—A Turkish banking 
mission that visited Moscow during July 
did not succeed in obtaining the large- 
scale Russian credits for backing de- 
velopment projects in Turkey that had 
been hoped for. ‘The Russians did, 
however, undertake to provide a long- 
term credit for financing the enlargement 
of a glass factory in Istanbul and agreed 
in principle to make another loan avail- 
able for financing the establishment of 
a caustic soda plant in Turkey. 

IMF Drawing — Turkey purchased 
$13.5 millions in US dollars from the 
International Monetary Fund at the end 
of July. Purchases of $30 millions were 
made in 1952-53; but subsequently $22 
millions of this was returned to the Fund. 





CORRESPONDENCE 


Lombard Street in Calmer Waters 


Sir,—In my review of the past year in 
the discount market appearing in your 
July issue I inadvertently stated that 
Allen, Harvey & Ross, King and Shaxson 
and Ryders Discount in 1955-56 covered 
depreciation in investment portfolios 
from inner reserves. 

In fact, the former two houses stated 
specifically that they added to inner re- 
serves in that year—King and Shaxson 


having the distinction of making no 
drawings on inner reserves through the 
whole phase of recent stress, covering 
book depreciation from current profits. 
Ryders Discount, too, has reported no 
drawings on inner reserves in this period. 
—Yours faithfully, 
J. GRAHAME-PARKER, 
London, E.C.2. 

Fuly 26, 1957. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Head Office: Mr K. A. 
Ebbs, from ‘Tottenham, to be a general 
manager’s assistant. Advance Dept: Mr 
M. C. Bollon, from Oxford Circus, to be a 
controller of advances (London Dist). Staff 
Dept: Mr P. L. Foreman, from Guildford, 
to be an assistant staff manager. London— 
Clapham Function: Mr E. St J. Robin to be 
manager on retirement of Mr D. F. Farrar; 
Hampstead, West: Mr A. G. Danielli, from 
Kentish Town, to be manager on retirement 
of Mr G. J. Mellor; Harrow Rd: Mr 
F. L. Chart, from 234 Bishopsgate, to be 
manager on retirement of Mr P. D. Rayner; 
Tottenham: Mr J. R. Sears, from City Office, 
to be manager. Barry: Mr C. G. Jones, 
from Bridgend, to be manager on retirement 
of Mr G. P. Yendoll. Brimingham—Hall 
Green: Mr N. W. Jordan, from Rugby, to 
be manager on retirement of Mr F. C. 

Heseltine; Sparkhill: Mr J. D. Brown to be 
manager. Boroughbridge: Mr K. N. Higgins, 
from Featherstone, to be manager on retire- 
ment of Mr G. W. Smailes. 

Clydesdale & North of Scotland Bank— 
Viscount Monckton of Brenchley has been 
appointed a director in succession to Lord 
Harlech. Dundee, Albert Sq: Mr J. H. R. 
Bower, from Piccadilly Circus, to be 
manager on retirement of Mr A. Ruddiman. 
Glasgow, St Vincent St: Mr J. A. Low to 
be manager on retirement of Mr S. C. 
Macnab. 

District Bank—Mr Henry Percy Bibby, 
who is chairman of J. Bibby & Sons Ltd, 

has been appointed a member of the board. 

Walkden: Mr R. Musgrave to be manager. 
First National City Bank of New York— 
Mr Robert J. Breyfogle, vice-president, will 
succeed Mr Carl W. Hayden, vice-president, 

in the supervision of the bank’s branches 
and business in the United Kingdom upon 
Mr Hayden’s retirement next month. Mr 
Robert P. MacFadden, vice-president, will! 
become associated with Mr Breyfogle and 
will assume direct supervision of the bank’s 
new Berkeley Sq branch. Mr George L. 
Magruder has become manager of the city 
office at 117 Old Broad St. 

Lloyds Bank—Head Office: Mr A. J. Davis, 
from Covent Garden, has been appointed 
for special work under the general managers. 
Advance Dept: Mr A. T. Gear, from High 
Wycombe, to be an assistant controller. 
London—Curzon St: Mr H. H. G. Raynham, 
from Minories, to be manager; Law Courts: 
Mr J. W. A. Nicholl-Carne, from head 
office, to be assistant manager; Minories: 
Mr D. G. F. Murray, from Regent St, to 
be manager; 399 Oxford St: Mr G. P. 
Chambers, from Law Courts, to be manager 
on retirement of Mr N. G. C. Greatrex. 
Cardiff, Canton: Mr B. Williams, from 
Cardiff Docks, to be manager on retirement 
of Mr T. C. Davies. 


» 


Martins Bank—London—District Office: 
Mr K. O. Wells to be an inspector; Hanover 
Sq: Mr D. E. Brewis, from London District 
Office, to be assistant manager. Hexham: © 
Mr G. W. Gibson, from Wooler, to be 
manager. Kingston-upon-Thames: Mr E. 
Parkinson, from Hanover Sq, to be manager. 
Mottingham: Mr H. C. Bradwell, from 
Sidcup, to be manager. Middleton-in-Tees- 
dale: Mr W. S. Hall, from Barnard Castle, 
to be manager. Orpington: Mr N. A. Beet, 
from Mottingham, to be manager. Sitting- 
bourne: Mr W. H. Gurney, from Orpington, 
to be manager. Wooler: Mr F. Stoker, from 
Middleton-in-Teesdale, to be manager. 


Midland Bank—Head Office: Mr L. B. 
Charles, from St Peter’s St, Derby, and Mr 
M. G. Wilcox, from City Sq, Leeds, to be 
superintendents of branches. Manchester: 
Mr F. Miller, from King St, to be an area 
representative. Sheffield: Mr A. Stead, 
from Church St, to be an area representative. 
London, Winchmore Hill: Mr C. W. J. 
Davies, from Regent St, to be manager on 
retirement of Mr H. Fox. Amesbury: Mr 
J. Clement, from Andover, to be manager 
on retirement of Mr : Johnson. 
Amlwch: Mr H. P. Lewis, from Ruthin, to 
be manager in succession to the late Mr 
H. B. Jones. Blaenau Ffestiniog: Mr A. C. 
Roberts, from Abergele, to be manager in 
succession to Mr R. H. Owen. Bolton: Mr 
R. Byrom, from Whitehaven, to be manager 
in succession to’ Mr N. V. Underwood. 


National Provincial Bank—Head Office, 
Coupon Dept: Mr W. H. Taylor to be 
assistant manager on retirement of Mr L. 
Turner. Barmouth: Mr L. C. Davies, from 
Llangefni, to be manager. Barnard Castle: 
Mr W. A. Carr, from Linthorpe Rd, 
Middlesbrough, to be manager on retire- 
ment of Mr V. Carter. Borough Green: 
Mr A. F. W. Cox, from High St, Tunbridge 
Wells, to be manager. Brecon: Mr G. W. 
Kershaw, from Barmouth, to be manager 
on retirement of Mr H. V. Foyn. Crawley: 
Mr H. H. Whitmore, from Brighton, to be 
manager. Hemel Hempstead: Mr J. H. Bur- 
goyne, from Farnham, to be manager. 
Treasury—Mr C. Raphael, of the British 
Information Services in New York, has been 
appointed deputy head of the information 
division and chief press officer. 

Westminster Bank—Mr L. R. Murray to 
be Secretary on the retirement of Mr W. A. 
Dry, on September 6, after 47 years’ service. 
Head Office: Mr A. G. Cousins to be 
premises manager on retirement of Mr H. S. 
Villars. Barkingside: Mr R. A. Turner, 
from Bloomsbury, to be manager. JBos- 
combe: Mr E. B. T. Constant, from Dor- 
chester, to be manager. Eccles: Mr H. H. 
Massey, from Manchester, to be manager on 
retirement of Mr D. P. Treloar. ' 
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Trend of ‘Risk ’’ Assets 


(£ millions, except for italicized figures, which show percentage of gross deposits) 











BANKING STATISTICS 





Change Change 
1956 1957 on latest on 
July May June July month year 
Barclays: 
Advances . Zena 393.7 417.8 403.7 — 14.1 +-32.4 
oO val 27.3 28.6 29.6 28.4 
Investments 465.6 489.8 489.9 490.0 0.1 +24.4 
a 34.5 35.6 34.7 34.4 
Lloyds: 
Advances .. 347 .6 390.9 401.4 379.7 — 21.7 + 32.1 
oO ae 30.8 34.6 33.9 32.1 
Investments 361.8 343.1 334.6 334.6 — —27.2 
4 32.0 30. 3 28.2 28.3 
Midland: 
Advances .. 412.3 414.4 433.1 407.5 —~25.6 —~ 4.8 
%, a 30.5 30.2 30.6 29.1 
Investments 462.3 452.5 452.6 452.6 — — 9,7 
% YP ; 34.1 33.0 32.0 is.0 
National Provincial: 
Advances .. 271.1 267 .O 271.1 265.1 — 6.0 — 6.0 
% ¥ 35.7 36.7 35.3 34.5 
Investments 211.6 213.1 213.0 212.4 — 0.6 - 0.8 
a ae 27.9 29.0 27.9 ai.f 
Westminster: 
Advances .. 258.2 257.0 267 .6 251.8 —15.8 — 6.4 
oy an 32.1 31.6 32.1 30.2 
Investments 249.3 247.3 253.3 253.3 — 4.0 
o 31.0 30.4 30.4 30.4 
District: 
Advances .. 66.1 70.7 74.1 76.1 2.0 10.0 
o% a 28.7 30.2 30.5 31.3 
Investments 73.1 68.7 68.7 78.7 10.0 5.6 
o 31.8 29.3 28.3 31.7 
Martins: 
Advances .. $8.1 91.3 91.4 90.5 — 0.9 - 2.4 
yy a 29.9 30.0 29.6 29.1 
Investments 85.2 89.1 89.1 89.1 — 3.9 
a - hee 28.9 29.3 28.9 28.7 
Eleven Clearing Banks: 
Advances .. ai 1,929.8 1,998.5 2,079.8 1,991.9 — 87.9 62.1 
ay ta 30.9 31.8 32.1 30.6 
Investments 1,993.0 1,994.2 1,988.8 1,997.8 9.0 - 4.8 
oy, 31.9 31.7 29.9 30.7 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Jan Mar June July Dec Jan Mar June July 
% % % % % % % o % % % 
Barclays 23.8- 37:9 3.4 De eit) Se. 3:3 3.5 3.8: 3s: Bese 
Lloyds 94.3 36.4 34.4 32.3 33.1 33:9. 3.8 3.2 Bit Bed 2e.3 
Midland 8.4 96.2 37.7 33.8 323.6 32:7 &3 33 Ms 2S ae 
National Prov 99.7 2.7 3.0 2.3 33.3 4.2 HA HB Bs we. Bs 
Westminster.. 29.7 36.3 37.7 33.1 31.3 33.7 37.6 37.9 34.3 33.0 36.1 
District 31.5 39.9 41.0 37.2 34.1 36.1 35.7 38.0 35.7 37.5 35.4 
Martins 2 s§ 30.8 3.8 33.3 30:3 3.2 Gi: @.9 D7 Bee eee 
All Clearing 
Banks _ 29.9 37.4 37.6 33.1 33.5 34.4 37.4 37.4 32.6 33.4 35.5 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 
+ Ratios to gross deposits, i.e. including items in course of collection. 


Floating Debt 


Aug 18, Aug 25, July 27, Aug3, Aug 10, 















1956 1956 1957 1957 1957 

Ways and Means Advances: {mn {£mn {mn {mn £mn 

Bank of England .. id 0.7 — — 0.8 — 
Public Departments pa 262.4 257.3 228.6 229.0 231.8 


Treasury Bills: 
Tender... es .. 3,420.0 3,450.0 2,990.0 3,020.0 3,040.0 
Tap bis a ~~ tee  Caee.2 tees Brees. trees 








5,038.7 5,053.5 5,039.9 5,021.6 5,014.7 








1936. 




















































Net Liquid Invest- Combined 

Averages Deposits Assets Ratiot ‘TDRs ments Advances’ Ratiof 
of Months: {mn {mn % {mn {mn % 
1921 - 1,759 680 38 ~- 325 833 64 
1922 es 1,727 658 37 — 391 750 64 
1923 ‘eg 1,628 581 35 — 356 761 67 
1924 - 1,618 545 33 — 341 808 69 
1925 ~ 1,610 539 32 — 286 856 69 
1926 ae 1,615 532 32 — 265 892 70 
1927 7 1,661 553 32 — 254 928 69 
1928 i 1,711 584 33 — 254 948 68 
1929 = 1,745 568 32 — 257 99] 69 
1930 ‘a 1,751 596 33 — 258 963 68 
1931 aN 1,715 560 32 — 301 919 69 
1932 e 1,748 611 34 — 348 844 67 
1933 - 1,909 668 34 — 537 759 66 
1934 * 1,834 576 31 — 560 753 70 
1935 as 1,951 623 31 — 615 769 69 
1936 - 2,088 692 32 — 614 839 68 
1936 st 2,160 713 32 — 643 865 68 
1937 rb 2,225 683 30 — 652 954 70 
1938 as 2,218 672 30 — 637 976 71 
1939 aa 2,181 648 29 — 608 991 71 
1940 - 2,419 785 31 73 666 955 65 
1941 “M 2,863 676 23 495 894 858 59 
1942 ss 3,159 712 22 642 1,069 797 57 
1943 ne 3,554 723 20 1,002 1,147 747 52 
1944 - 4,022 788 19 1,387 1,165 750 46 
1945 - 4,551 886 19 1,811 1,156 768 41 
1946 ee 4,932 1,280 25 1,492 1,345 888 44 
1947 i 5,463 1,646 29 1,308 1,474 1,107 46 
1948 a 5,713 1,703 29 1,284 1,479 1,320 47 
1949 ve 5,772 1,920 32 983 1,505 1,440 49 
1950 o's 5,811 2,345 39 430 1,505 1,603 52 
1951 - 5,931 2,308 38 247 1,624 1,822 56 
1952 = 5,856 2,097 34 — 1,983 1,838 62 
1953 <n 6,024 2,201 35 — 2,163 1,731 62 
1954 7 6,239 2,190 34 — 2,321 1,804 64 
1955 be 6,184 2,098 33 — 2,149 2,019 65 
1956 ‘+s 6,012 2,218 35 — 1,978 1,897 62 
1951: 

Oct a 5,981 2,423 39.1 177 1,555 1,897 55.7 

Nov bis 5,973 1,981 32.0 108 2,033 1,925 64.0 
1956: 

July 6,159 2,008 31.3 — 2,098 2,135 66.1 

Dec 6,305 2,492 a7. — 1,980 1,913 58.5 
1957: 

April... 5,908 2,025 32.7 — 1,969 1,994 63.9 

May - 5,980 2,065 32.9 — 1,994 1,999 63.5 

June - 6,164 2,166 33.4 — 1,989 2,080 62.7 

July om 6,216 2,305 35.5 — 1,998 1,992 61.4 


Aug 17, 


1957 
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1952-53 
1953-54 
1954-55 
1955-56 
1956-57 


1956- 57 . 


June 
July , 
1957- 58 
June 
July 


National Savings 


(£mns: Receipts into Exchequer reported during period) 


Savings 
Certi- Defence Savings Premium 
ficates Bonds Banks Bonds 
(net) (net) (net) 
+-22.8 —-10.7 -131.6 — 
+19.0 + 0.3 — 79.3 -— 
+ 46.0 +51.1 — 35.4 — 
+19.7 +21.5 — 80.4 — 
72.0 + 3.2 —20.6 -+65.0 
- 9.4 7.9 —- 3.8 — 
t Can 0.8 ~10.1 — 
—~ 2.0 - 1.3 - 8.4 4- 9.9 
ae re — 0.3 -16.4 9.5 


Total 
Small Interest 
(net) 
—119.5 88.3 
—- 60.0 88.6 
- 61.7 88.8 
— 39.2 82.7 
119.5 35.5 
- 5,3 5.9 
- 17.0 4.5 
0.8 aa 
—- 6.1 4.5 


Accrued Defence 


Bond 
Maturity 
—45.5 
—38.4 
—28 .8 


-50.8 
-38.9 


= WW 
th aS 


- 1. 
~ 0.8 





Total 
Remain- 
ing In- 
vested* 


* After taking account of net sales Sint the Post Office Savings Bank of Government 
securities other than defence bonds. 


Years and 
Quarters 


1946 .. 
1947 .. 
1948 .. 
1949 .. 
oo 
1951 .. 
ion .. 
sf .. 
1954 .. 
, ae 
1956 .. 
1956: 
a as 
Fe 
III... 
 - 
1957: 
January 


February 


March 
I 
April .. 
May 
June 


I] 
July 





Britain’s Gold and Dollar Reserves 
(Millions of U'S dollars) 
Net Gold and Dollar 























Reserves 
at End 


Change of Period 


Surplus (-+) or Deficit (—) Financed by: 
Net Special 
With With Surplus Ameri- Payments 
EPU* Other or can and in 
Areas Deficit Aid Creditst Reserv es 
~- — — 908 +1123 220 
-— — — 4131 — +3513 — 618 
~~ -- —1710 682 - 805 — 223 
— —- - -4 532 1196 168 — 168 
14 791 805 762 45 +1612 
“i 12 ~— $76 — 988 199 — 176 — 965 
— 276 ~— 460 — 736 428 181 — 489 
113 433 + 546 307 — 181 + 672 
- $5 407 . 492 152 — 400 +. 244 
— 169 — 406 — 575 114 — 181 — 642 
—211 — 408 — 619 66 + 566 + 13 
— 47 187 140 17 —- + 157 
- 45 54 + 99 9 - + 108 
~ 104 — 132 — 236 23 156 —- 57 
—105 — 517 — 622 17 - 410 — 195 
- 17 — 36 - 53 4 — —- 49 
- 20 — 20 — 4 59 + 63 
17 — 28 - 11 5 68 + 62 
sieiennis rancid silivapiellbn aaeteie ‘ints ientaiditids 
- 20 — 84 - 64 13 + 127 + 76 
- 6 11 5 2 104 111 
34} 10 24 1 -- 25 
- 16 — 22 —- 38 l 73 36 
12 - 21 - 9 + 177 172 
21 6 —- 15 1 — _ 14 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 


2277 
2385 
2328 
2133 


2084 
2147 
2209 


-_— — + 


2209 
2320 
2345 
2381 


2367 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 
Quarterly instalments on Canadian post-war loan 


and $14 mns to IFC in August last. 


and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 
1946 from US and Canadian loans; 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; 


on IMF in February, 


$420 mns from IMF in 1947-49; $325 mns from 


$59 mns from India’s drawing 


$68 mns in March and $73 mns in June. 


t Of which $28 mns due to German deposit for arms purchases. 
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THE 


Chatwood-Milner 
PRE-CAST BLOCK STRONG ROOM 


HATWOOD-MILNER Strong Rooms are widely installed by Banks and 

business houses requiring complete protection against Burglary, Fire 

and collapsing of buildings. With over 150 years’ experience of designing and 

constructing Strong Rooms, Chatwood-Milner manufacture a_ granite 

concrete, produced under our own factory conditions, of a hardness and 
density hitherto unobtainable. 

The basis of construction is monolithic in type, the complete structure being 
one specially fabricated entity, providing a degree of resistance to penetration 
unobtainable in any other reinforced concrete type of construction of equal 
thickness. The several sizes of blocks available make it possible to adapt the 
Strong Room to conditions prevailing at the site. 





Sigg The Chatwood-Milner Strong 

: Room is also particularly suit- 
SMe To Sa able for installation 
Ot eee at existing premises. 
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ADDITIONAL SECURITY 


The ““Chatwood” Patent Steel Spiral Fabric, when used 
to reinforce the Pre-cast Concrete Block, ensures a greater 
resistance to penetration than any other known method. 


For complete details, write, call or phone CENtral 0041. 


Chatwood-Milner Ltd 


The Chatwood Safe and Engineering Co. Ltd - Milners Safe Co. Ltd. 
Central Sales Office: 58 HOLBORN VIADUCT, LONDON, E.C.1 








XXXill 

















MODEL ROLAND & STONE 


Members of the New York Stock Exchange 







INTERNATIONAL 
SECURITIES 



















120 Broadway, Telephone: 
New York 5, N.Y. Worth 4-5300 








Cables: Morodeal 
































Banking Services in New Zealand 


BANKERS and their customers who require a comprehensive banking 

service covering financial, trade or travel requirements are cordially 

invited to avail themselves of the facilities provided at over three 

hundred and eighty Branches and Agencies and a special Trade 
Enquiries Depsrtment at Wellington of the 


BANK OF 
NEW ZEALAND 


Incorporated with Limited Liability in New Zealand in 1861 


The Bank that conducts the largest 
banking business in the Dominion 





LONDON OFFICE: 1 QUEEN VICTORIA STREET, E.C.4 
A. R. FRETHEY, Manager A. E. ABEL, Assistant Manager 
HEAD OFFICE : WELLINGTON, N.Z. 

R. D. MOORE, General Manager 
Branches also in MELBOURNE and SYDNEY (Australia) ; APIA (Samoa) ; 


SUVA, LAUTOKA, LABASA, BA and NADI (Fiji) with agencies at 
Marks Street, Suva, and Nausori 
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THE STANDARD BANK OF SOUTH AFRICA, 
LIMITED 





Period of Consolidation following Rapid Expansion 





General Meeting for the year 

1957) of The Standard Bank of South 

Africa Limited was held on July 31 in London, 

E.C.4, Sir Edmund Hall-Patch, G.C.M.G. (the 
Chairman), presiding. 

The following is an extract from his circu- 
lated statement: The Balance Sheet figures 
reflect a record total of £366 millions, an 
increase on last vear of nearly {27 millions. 

After the usual and necessary provisions, the 
profit for the year is £815,669, a decrease of 
(7, 690. 

A final dividend of 1s 6d per share is recom- 
mended, making a total distribution of 2s 6d 
per share, the same rate as was paid last year. 

The over-all results of our operations during 
the past year have not been quite so favourable 
as those of the previous year. ‘The period 
under review has, generally speaking, been one 
of consolidation following on a phase of rapid 
expansion. Money continued to be tight and 
demands for extended credit continued to in- 
crease. Official policy has been one of cautious 
restriction of.credit, yet, while respecting the 
wishes of the authorities, it has nevertheless 
been possible to meet the legitimate banking 
requirements of the bulk of our customers. 


HE 144th Ordinary Meeting (being the 
T anual 


Union of South Africa 


The pattern of the Union’s economic de- 
velopment during 1956 ran true to the trend of 
forecasts made at the beginning of the year. 
Briefly, expansion continued, but the general 
rate of progress had not the impetus of earlier 
years. 

The slower tempo of development is not 
without virtue at present but, if fresh injections 
of capital do not follow once the dangers of 
inflation are past, the present phase of con- 
solidation may be unduly prolonged, to the 
detriment of national development. 

South Africa is fortunate in having great 
natural resources, but these can only be de- 
veloped by heavy capital investments. There 
is, however, a world-wide shortage of capital and 
what is available will naturally tend to flow to 
those areas where political and social conditions 
seem to offer the greatest promise of continued 
stability. To provide this climate, in compe- 
tition with other countries seeking capital for 
development, is the problem which faces the 
statesmen and industrialists of the Union—and 
indeed of the whole of Africa. 

A heavy responsibility for the maintenance 
of internal financial stability lies with the 
Reserve Bank and it is one which has been dis- 
charged with great competence. The existing 
Banking Law is, however, rather restrictive 
both as to the deposits which have to be main- 
tained with the Reserve Bank and, even more 
important, as to the capital and unimpaired 
reserves which have to be maintained within 
the Union by the commercial banks. With the 


general dearth of capital it is very necessary that 
all capital available should be used to the 
greatest advantage. I believe that a careful 
review and amendment of the Law would be 
very much in the interest of the South African 
economy, while giving the Reserve Bank all the 
powers it needs to discharge its great responsi- 
bilities. 


The Federation of Rhodesia and 
Nyasaland 


Capital continued to be attracted to the 
Federation and such flow of funds has probably 
been stimulated by the decision of the Inter- 
national Bank for Reconstruction and Develop- 
ment to assist in the financing of the Kariba 
Hydro-Electric Project; the vastness of the 
scheme in itself attracted considerable publicity 
and drew attention to the possibilities for 
investment and development which exist in the 
Federation. 

Nevertheless, the capital inflow 1s still inade- 
quate to meet the needs of the rapidly expand- 
ing economy of the Federation. 

In the very near future we expect to be 
called upon to maintain certain reserves with 
the Central Bank and to conform to legislation 
designed to govern the operations of the com- 
mercial banks. The powers of the Central 
Bank to require deposits from the commercial 
banks are far-reaching. If used to their limit 
they could greatly restrict the facilities these 
banks are at present able to extend to their 
customers. It is our confident expectation that 
these wide powers will be used with circum- 
spection and only to the extent necessary to 
contain inflationary pressures. 


East Africa 


The development of the East African terri- 
tories will call for the import of capital on a 
very large scale. Under the integrated plan 
which is being prepared, some £250 millions is 
estimated to be needed over the next ten years 
or so and the prospects not only of economic but 
of social and political advance will depend 
vitally on the extent to which this plan can be 
realized. ‘The outlook in present conditions of 
capital shortage is far from encouraging. In 
these circumstances the experiments in political 
evolution being tried in all three territories are 
of great significance for the future. ‘There are 
signs that the rapid awakening of political con- 
sciousness is not always matched by political 
judgment and the sense of _ responsibility 
necessary to enable the advance to self-govern- 
ment to proceed in conditions of stability. 
Without such stability it will be impossible to 
attract the necessary capital for development 
and the political evolution in the area is there- 
fore being watched with interest and some 
anxiety. 

The report and accounts were adopted. 
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helps 































alot... 


Pity is the last thing that the disabled 
and distressed would ever ask of this 
world. All they want is to live their lives 
as usefully as they can—to take their 
place beside others born under a kinder 
star. 


It is for them, the old and lonely, the 
young and crippled, that the Shaftesbury 
Society exists. To us, they turn for help 
and guidance. And for more than a cen- 
tury, we have not let them down. 


But faith in the future, and hope for the 
present, cannot exist for them without 
charity—your charity. And whether it be 
a farthing or a fortune, no gift would 
ever bring a greater reward. 


THE SHAFTESBURY 
SOCIETY 


(Reg’d. in Accord. with Nat. Asst. Act, 1948) 
32 JOHN STREET, LONDON, W.C.1 











| PITMAN | 


NUMERICAL METHODS 


By R. A. Buckingham, Ph.D. This is a handbook intended 
primarily for those engaged upon hand computation, 
particularly in the fields of mathematics for finance, ete. 
Ic gives a detailed account of the methods appropriate 
to desk calculators, some of them appearing in book 
form for the first time. 70/- net. 


ADVANCED ACCOUNTS 


Edited by R. N. Carter. Thoroughly revised, this book is 
probably one of the best-known of all accountancy 
works. 16/-. 


KEY TO CARTER’S ADVANCED 
ACCOUNTS 


By R. A. Goodman. Revised by Henry H. Smith. All the 
practical exercises in this book have been worked 
through to give the utmost assistance both to students 
and teachers. 25/-. 


JONES’S STUDIES IN PRACTICAL 

BANKING 

Fourth edition by J. Milnes Holden, LL.B., Ph.D., A.l.B. 
t 


25/- net. 
“|. . a safe and authoritative guide on matters of 
banking, not only to bankers themselves but also to 
accountants and company officials and the business 








community as a whole... .""—-THE ACCOUNTANT, 
i | 
\ Parker St., Kingsway, London, W.C.2 ' 











Smali savers 


Many people with a deposit account 
are only able to put away a little 
each week. For these clients we say 
loan them the P.P.J. Home Safe. 
It’s sound sense. Small amounts 
accumulate steadily. Deposits are 
made at less frequent intervals. And 
the small saver has a much greater 
sense of security. 
—NEED THE P.P.Jj. 


BOOK TYPE HOME SAFE 
P.P.J. Home Safes are supplied with your 
housemark embossed on the smart leather- 
cloth cover. Send for samples and prices. 





PEARSON - PAGE - JEWSBURY CO. LTD. DEPT. 12, 
$.$.8.¢ WESTWOOD WORKS, WESTWOOD ROAD, BIRMINGHAM, 6 
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UNITED DOMINIONS TRUST 


(Bankers) 





Another Record Year 





Mr. J. Gibson Jarvie’s Review of Company’s History 





HE 35th annual general meeting of 
United Dominions Trust Limited was 


held on August 14 in London. 

Mr. J. Gibson Jarvie (the Chairman) pre- 
sided, and reviewing the Company’s history, 
said that since 1919—38 years ago—when the 
Company was first formed, it had, but for some 
of the war years, consistently made progress. 

He continued: The Company is now estab- 
lished in five Dominions with some twenty 
offices, with its headquarters in London and 
over sixty branches and offices in the British 
Isles. ‘The Company is contributing in no small 
measure to the rebuilding of our tattered 
economy and proving the usefulness of the 
Group within the Commonwealth. 


Spread of Business 

In the beginning, we deliberately specialized 
in financing goods sold under hire-purchase 
agreements; but as time passed, new classes of 
business were added and now there is scarcely 
an industry which we do not serve in one way 
or another. For manufacturers, we provide 
finance for production purposes, i.e. buildings 
or additions to factories; the equipment for 
factories and even, in some cases, the com- 
ponent parts of their product; and the means 
of distribution. 

We have financed the purchase of engines of 
all kinds for use on land and sea and in the air 
—and aeroplanes. We are participating in the 
provision of tanker finance. We have financed 
iron and steel companies. We have gone into 
agriculture and built a large business in 
financing farmers for everything they need. 
In all of these -different categories we are 
specialists. 


Extending Group’s Interests 


Credit for Industry Limited was formed in 
1934 and still serves by providing medium- and 
long-term loans for industrial companies in 
need of additional semi-permanent funds. 

In 1950 we purchased all the shares in the 
London Produce Clearing House Limited. 
Soon after the Cocoa Market was reopened 
and then in 1953 we were primarily responsible 
for inaugurating the Futures Market in Wool. 

In June, 1956, the Shellac Market opened 
again and in January of this year the Sugar 
Market resumed operations. Up to the end 


of June, from the time we bought this com- 
pany, we had registered and guaranteed con- 
tracts in these different markets to a total of 
£1,306,000,000, of which Wool alone accounted 
tor some £410,000,000. 
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The Chairman then reviewed the Group’s 
activities in New Zealand, Canada, Australia, 
South Africa and Rhodesia, and continued: 


A Record Year 


During the past two years we had to contend 
with the credit squeeze—which the Prime 
Minister says is to continue—and with Govern- 
ment restrictions severely affecting some parts 
of our business. With characteristic vacillation, 
the Government made many changes. In spite 
of difficulties, however, and a continuation of 
the high cost of our borrowed funds, the year 
is again a record. ‘Total Group assets have 
risen from {63,543,729 to £74,761,099 and 
gross Group profits from (1, 816, 435 to 
£2,028,135. With additions to reserves and to 
profit and loss account balances carried forward, 
capital and reserves have risen to well over 
£8,000,000. Customers’ balances now exceed 
£64,000,000, and our collection experience 
continues to be satisfactory. 

As you know, the dividend on the ordinary 
stock was increased last year and the addition 
of a further 1 per cent. has been recommended 
by the Board only after careful consideration 
of the Government’s unending call for restraint 
in the distribution of profits. 

Your Company is a fair example of what can 
be accomplished under free enterprise. We 
started with £10,000; at the beginning of the 
war capital and Group reserves totalled 
£2,524,849; the accounts which have just been 
issued give you the figures to-day. 

The total of Rebate of Interest and Deferred 
Income has increased by over £1,000,000 to 
£3,807,723, and this, I would remind you, is 
the fund from which profits come to us as the 
underlying transactions are liquidated. 

This year, out of a gross profit of £2,028,135 
no less than £1,018,056 is set aside to meet 
income and profits taxes. 

You will note that the stockholders, whose 
money is at risk—who take all the chances— 
receive only a net {£357,937 between them. 
This is the State as partner in industry! 

In spite of all our present handicaps, I am 
sure that our Company will continue to grow, 
here and abroad. We are justly well regarded. 
Our field of operations is world wide. It is 
the British Empire, which is still the greatest 
Commonwealth of nations the world: has ever 
seen and, under normal conditions, it is a 
Commonwealth hungry for capital and with a 
limitless market for the services we are organized 
to give. 

The report was adopted. 

















Head Office: 








on a world-wide basis 


| Dale Street, Liverpool 2 





consult 


THE LIVERPOOL & LONDON & GLOBE 
INSURANCE COMPANY LIMITED 


1 Cornhill, E.C.3 


For individual insurance service 


London (Chief Office): 





























TURKIYE 


HEAD OFFICE : 


CAPITAL, RESERVES AND PROVISIONS: T.L. 100.598.823 


IS BANKASI 


9 
ANKARA 


DEPOSITS: T.L. 1.113.503.488 


199 Branches in Turkey. 
Correspondents throughout the World. 


COMPLETE BANKING SERVICE. 


Foreign Branches : 





As it is the leading Commercial, Deposit Bank of Affair of Turkey it is in a position to help 
the prospective foreign investors in Turkey, or, if necessary, to co-operate with them. 


Alexandria, Nicosia 














Banque d Etat du Maroc, S.A. 

























Sundry Coins 

Correspondents Abroad 

Correspondents in 
Morocco : 

Bills for Collection 

Sundry Debtors 

Special Accounts 

Moroccan Government, 
Southern Zone 

Advances 

Moroccan Government. 
Northern Zone 

Premises . . : 

Pension Fund .. 

Sundry Accounts 


794.107.421 
2.509.757.018 


1.548.823.797 
2.745.033.393 


25.020.963.342 


7.398.403.588 


15.000.000 
2.800.000.0000 


7.371.880 
100.000.000 
1.806.312.557 
500.212.051 





Total 





122.747.530.019 











BALANCE SHEET AT 3lst DECEMBER, 1956 
AFTER PAYMENT OF DIVIDENDS 
ASSETS LIABILITIES 
Fr. Fr. 
Gold 8.198.967.361 Capital Paid Up 46.200.000 
Funds in Foreign Cur- Legal Reserves .. 11.550.000 
rencies 2.054.544.5971 Supplementary Reserve 1.250.000.0000 
Funds in French Francs 6.176.890.048 Not J 70.056.943.490 
French Treasury Bills .. ee 1 67.716 
Securities 817.256.775" Bills Payable 159.445.465 
Bills of Exchange in Port- Sundry Creditors 6.094.540.285 
folio 522.953.886.191 Special Accounts 3.897.065.004 


Bills for Collection 

Public Treasury (Paris). . 

Moroccan Government: 
Southern Zone 
Northern Zone 
Tangier Zone. . 

Pension Fund 

Sundry Accounts , 

Profit & Loss Account. . 


Total 


2.745.033.393 
29.724.581.417 


3.452.547.125 
572.896.983 
379.828.056 
2.192.932.481 
2.154.041 .268 
9.857.336 





122.747.530.019 


i 
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Invest ina 


NATIONAL INSTITUTION 


with assets of 


£208,000,000 


Abbey National shares yield 
1/0 
34/ 
This is equal to 


£6.1.9 per cent 


where income tax is paid at the 











standard rate. Invest in Safety, 
profitably with 


ABBEY NATIONAL 


BUILDING SOCIETY 


Member of The Building Societies Association 


Branch and other offices 
throughout the United Kingdom. See local directory 
for address of nearest office. 


ABSEY HOUSE - BAKER STREET - LONDON : N.W.1. + TEL: WELBECK 8282 
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before you make up your mind 


on an investment—see what the Investors’ Chronicle 
has to say—Its opinions are backed by nearly 


100 years of sound financia! judgement 


‘ 
EDITED BY HAROLD WINCOTT 


. 


The financial weekly with by far the largest circulation 


Annual Subscription— United Kingdom £3/5/0, Overseas £3/3/0 


By air in Canada and the U.S. $43 or £15/3/4. Rates quoted for all other countries 


cee 
i 7 
a 


THE SUBSCRIPTION MANAGER, 72 COLEMAN STREET, LONDON, E.C , 


xl 











